
INCOME-TAX LAjf 
PRACTICE IN INDIA 


ANANDAGOPAL BANERJEE, M A . 1 C 

I Xi tmt r % [hnoas/i y (, allege of ( < on ?tit ?\ c\ 

L 1 nivosity of (Jolc/ttij 
Ixctmci in CJomniait’, M. C sOhl I^f pit , 

L 1 n verity of Bind icon 
. Inf f, ''r of hidiAn I: st<it c D/tty, BnJom 
Wealth-tax C lift-tax 


rv 



KNOWLEDGE HOME 

59, Bidhan Sara nee, Calcutta-6 



First Edition : 


In view of the excellent works on this subject of income-tax already in 
the market, some explanation of the special features claimed for the present 
work may not be out of place. It seeks to fulfil the double function of a 
Text Book suitable for the students preparing for the Professional Examina- 
tions and a useful work of reference to those whose duties include the advising 
ol tax-payers on the many and varied problems which arise under our 
Income-tax Laws. The use of practical illustrations showing the working 
and effect o' all the principles and the inclusion of subsidiary Provisions and 
Rules are the essential features of the book. With the particular needs of 
the students, forty examples have been included on the assumption that they 
have no previous knowledge of the subject whatsoever. Names, addresses 
and particulars given in the illustrations are all fictitious and used for illustrative 
purpose only. 

In writing the book 1 have consulted many authoritative publications on 
the subject with special reference to the Income-tax Manual, the Law of Income- 
tax in India by V. S. Sundaram, the Indian Income-tax Act, 1922 by A. N. A'yar 
indebtedness to the authors and publishers of them. I have also consulted my 
indebtedness to the authors and publishers of them. I have also consulted my 
numerous friends to whom I olfer my sincere thanks. Lastly, 1 thank my 
assistant Mi. P. K. Mittcr, B. A', for going through the proofs. 


2nd January, 1946. 


A. G. Banerjee 
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PART I 


INCOME-TAX LAW 

AND 

PRACTICE IN INDIA 



Abbreviation, I. T. R Income-Tax Reports. 



CHAPTER I 

THE INCOME-TAX LAW AND ITS ADMINISTRATION 

§ 1. The Evolution of Income-tax Law & Practice — Income-tax was 

introduced in India in 1860. But instead of an indigenous model adopted 
to local circumstances, the Government unfortunately followed the law which 
was in force in England. Direct taxation in India thus started on a wrong basis 
from which it could not easily recover. Possibly with time and care a great 
improvement could have been effected had the law remained unaltered. But 
unluckily it was utilised as a convenient means of balancing budget inequalities 
and a great reserve in every financial or national emergency. In addition to 
the changes in rate and incidence, changes in name, form, classification and 
procedure were followed with one object or another and 23 Acts on the subject 
were passed between 1860 and 1886. 

The Act of 1886 worked smoothly so long as the rate of tax was low. 
Slight inequalities in assessment were neither object to by the Government 
nor by the tax-payer. The war necessitated increased taxation and income-tax 
had to make up its shares. The system of assessment was radically changed 
owing t^ tLv increase in rates coupled with steeper graduation in 1916 and 
again in 1918. Within a few years, the new Act showed that it should also 
be substantially revised and the Government of India appointed Committees 
in each Province to examine and recommend necessary alterations. An All- 
India Committee was appointed in 1921 and the Act of 1922 was based on 
the recommendations of this Committee. This Act was made a mere act of 
machinery and procedure, leaving the actual charge of tax to be made by the 
Annual Finance Acts. After passing several amendments to this Act, the 
Government appointed an Expert Committee in 1935 to investigate the Law 
in all its aspects and to report upon both the incidence of tax and the 
efficiency of its administration. The Committee made an extensive tour 
throughout India, during which a detailed examination of the organisation 
and work of the Department were carried out as also the representations of 
the various Chambers of Commerce and other public bodies were considered. 

The Law, which was radically changed in 1939 on the recommendations 
of the 1935 Committee, for the firs: time imposed taxation in respect of foreign 
income on accrual basis unde** certain circumstances in the hands of certain 
categories of tax-payers classified on the basis of their physical presence in 
India. The rates of income-tax were changed from “step system” to 
“slab system” by which successive slices of total income were charged at 
progressively higher rates. The rates imposed in 1939 were subsequent in- 
creased year after year for raising additional revenue to meet the ever-increasing 
defence expenditure for the World War II (1939-45). During 1939 to 1959 
the Act was amended 23 times and each of these amendments was of consider- 
able importance. Consequently, the Act required revision with a view to 
simplification. On the basis of the reports of the Law Commission and Direct 
Taxes Enquiry Committee, the Law was consolidated and codified as 
Income-tax Act, 1961. It came into force with effect from the 1st April, 1962. 

The Income-tax Law being a complicated subject, circumstances arise 
from time to time when the strict application of the Act is either impossible 
or incovenient or grossly unfair and inequitable. As a result, practice 
has arisen of dealing with the position in a way not strictly authorised by 
the Act, but just and convenient in effect. Such practice has been acknowledged 
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2 INCOME-TAX LAW AND PRACTICE IN INDIA [Chap. I 

not only by the Revenue Authorities, but also by the Legislature. The tax- 
payer is not bound to comply with these extra-legal practices, where it is 
not to his advantage, and as a matter of fact, they mostly operate in the 
assessee’s favour for that very reason. Instances will be referred to in later 
chapters where practices have arisen, which are of wide importance. 

§ 2. Scope of the Act (Sections 1 and 5) — The Act applies to an income 
which accrues or arises within the country (irrespective of ihc places of its 
receipt) as also to an income which is received within the country (irrespective 
of the place of accrual), the status, nationality or residence of the recipient 
being immaterial. The Act further applies to an income which accrues, 
arises or is received outside the country provided the recipient is “Resident 
and Ordinarily Resident” of the country. The application, however, has 
primary reference to the liability to tax and, as such, the Act can be enforced 
only when the liability is determinable. 

The law does not define what is “income” though it sets out certain 
provisions as to the particular kind of receipts which should be excluded or 
not in the computation of income. Consequently, w'e have to seek guidance 
from judicial pronouncements as to the nature of income liable to be taxed. 
It was defined by Dawson Miller, C. J. in re : Raja Jyotiprosad Sing Deo 
as follows : 

“Without giving an exhaustive definition it may be described as the 
annual or periodical yield in money or reducible to money value arising 
from the use of real or personal property or from labour or services rendered 
bearing in mind that in some cases e.g., income derived from house properly, 
the yield must be taken as bonafide annual value and not necessarily as the 
actual yield.” 

According to the decision of the Privy Council in Commissioner of 
Income-tax, Bengal Vs. Shaw Wallace & Co., “Income” connotes a periodical 
monetary return “coming in” with some sort of regularity from definite 
sources which need not be continuously productive, but their object must be the 
production of a definite return as distinguished from a mere windfall. 

Voluntary and gratuitous payments, which are connected with the 
office, profession, vocation or occupation may constitute “income” although 
if the payments were not made the enforcement thereof cannot be insisted 
upon. These payments constitute “income” because they are referable to a 

definite source, which is the office, * profession, vocation or occupation 

Where, however, a voluntary payment is made entirely without consideration 
and is not traceable to any source which a practical man may regard as a 
real source of his income, but depends entirely on the whim of the doner, the 
payment cannot fall in the category of “income”. [I. T. R. Vol. 49 (1963), 
page 605], [Bombay High Court decision]. 

Income-tax is a levy on income. Though the Income-tax Act takes 
into account two points of time at which the liability to tax is attracted, viz., 
the accrual of the income or its receipt, yet the substance of the matter is 
the income. If income does not result at all, there ' cannot be a tax, even 
though in book-keeping an entry is made about a “hypothetical income” 
which does not materialise. Where income has, in fact, been received and 
is subsequently given up in such circumstances that it remains the income 
of the recipient even though given up, the tax may be payable. Where, 
however, the income can be said not to have resulted at all, there is obviously 
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neither accrual nor receipt of income, even though an entry to that effect 
might, in certain circumstances, have been made in the books of account. 

[1. T. R., Vol. 46 (1962), page 144] [Supreme Court decision] 

Under the Income-tax Act the State has no power to tax a “potential 
future advantage”. For income-tax purposes each year is self-contained 
accounting period and the Income-tax Authorities can only take into considera- 
tion income, profits and gains made in that year. [I. T. R., Vol. 24 (1953), 
page 506] [Supreme Court decision] 

Tf the profits of a trade, even though it may be illegal, are liable to be taxed 
under the taxing statute, the computation of the profits will have to be done in 
accordance with the mode prescribed by the Statute. The circumstances that 
the business is illegal, so that neither the profits earned nor the losses 
suffered would be enforceable in law, is not a circumstance which detracts from 
the profits being taxed. Equally so should it not be a circumstance which could 

detract from the loss being allowed Even in computing the profits of an 

illegal business the expenses incurred in the running of the business, such as, 
for instance, the salaries to the employees or the rent paid for the premises occupied 
for the purpose of the business, would be certainly allowed in comput- 
ing the profits of the business, although such amounts, if they are not paid, 
could not be recovered in a court of law'. [1. T. R., Vol. 49 (1963), page 931] 
[Bombay high C ourt decision]. 

Contributions made by an employer to provide pensionary or deferred 
annuity benefits to an employee cannot be taxed in the hands of the employee 
unless a vested int est therein accrues to the employee in the accounting year. 
Until an employee attained the age of superannuation he did not acquire any 
vested right in the employer’s share of contributions towards the pension or the 
annuity, at best he had a contingent right therein in the earlier years. The tax- 
ability can be applied only to such sums in regard to which there was an obli- 
gation on the part of the employer to pay and simultaneously a vested right on 
the part of the employee to claim t could not apply to contingent payments 
to which the employee had no right till the contingency occurred. [1. T. R. 
Vol. 53 (1964), Page 91] [Supreme Court decision]. 

Income-tax is a tax on the real income i.e., in the case of a business, the 
profits arrived at on commercial principles subject to the provisions of 
the Income-tax Act. There is a Uear-cut distinction between deductions made 
for ascertaining the profits and distributions made out of profits. There is a 
further distinction between real profits ascertained on commercial principles and 
profits fixed by Statute for a specified purpose. Under Indian Income-tax Act, 
1922, profits and gains of a business carried on by an assessee are not profits 
regulated by any Statute, but profits in a business computed on commercial prin- 
ciples. They are business profits and not “Statutory Profits”. [I. T. R., 
Vol. 57 (1965), page 521] [Supreme Court decision] 

Tncome-tax is, therefore, as its name implies, a tax on income, irrespective 
of the standard by which it is measured. The moment the amount of income is 
determined, it attracts liability and the law is not concerned how it is ultimately 
disposed of. It is, however, a personal tax and is not a charge on the income 
upon which it is levied, but is imposed upon a person in relation to his income. 

An obligation to apply the income in a particular way before it is received 
by the assessee or before it has accrued or arisen to the assessee results in the 
diversion of income. An obligation to apply income which has accrued or arisen 
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or has' been reoeived amounts merely to the apportionment of income and the 
income so applied is not deductible. The true test for the application of the 
rule of diversion of income by an overriding title is whether the amount sought 
to be deducted in truth never reached the assessee as his income. [1. T. R. 
Vol 74 (1969) page 19] [Supreme Court decision]. 

The word “accrue” connotes the idea of accumulation of income on de die 
in diem basis, whereas the word “arise” connotes the idea of the growth 
of income with a tangible shape of its receivability. To illustrate, when a loan 
is issued by the Government on tap i.e., the purchase price of the loan payable 
by a subscriber is increased by certain per cent per week representing the 
interest payable from the last date of payment of interest, say the 15lh March, to 
the date of purchase, say the 15th May, this weekly increase is nothing but interest 
“accrued” over the period. The interest would, of course, “arise” on the 
date the interest becomes payable by the Reserve Bank of India, say the 
15th September, since on this date the security-holder acquires the legal 
right to receive the interest. If the interest is drawn on a subsequent date, say 
the 25th September, then it can be said that the interest has been received on that 
date. In short, the above explains the difference between the words “accrue”, 
“arise” or “is received”. 

The Law, however, for the first time in 1947-48, imposed taxation on 
“Capital Gains”. After bci'ur abolished in 1949-50, it was re-imposed in 
1957-58 on profits and gains arising out of sale, exchange, relinquishment or trans- 
fer of a capital asset after the 31st March, 1956. (See Chapter XI) 

§ 3. Administration [Section 116] : 

(a) Inspectors of Income-tax — Administratively, they assist Income-tax 
Officers in making correct as.essments. The Inspectois usually make outdoor 
survey for the purpose of disci eiing pew assessees. They examine assessees' 
books of account on th' spot for tapping new sources of income, if any, of the 
existing assessees. Finally, they assist the Income-tax Officers in the examination 
of the books of account produced by the assessees. 

(b) Income-tax Officers— The administration of the Law is vested 
primarily in the hands of the Income-tax Officers who are appointed to issue notice, 
examine evidence and assess income. The Income-tax Officers arc assisted 
by Inspectors and clerks who are appointed to perform various clerical and other 
duties preliminary to or consequent upon their orders. 

While the Income-tax Officers are normally appointed in relation to an 
area, there are certain classes of assessees whose assessments are made by an All- 
India Staff. The cases of the Officers of the Military and other Departments 
of the Government of India who are liable to be transferred from one State to 
another and that of some Railway, Insurance or Banking Companies are dealt 
with by Special Officers for the whole of India. 

(c) Inspecting Assistant Commisioners— Administratively, the Income- 
tax Officers are under the control of Inspecting Assistant Commissioners who 
are in their turn responsible to the Commissioners for seeing that the work in 
the circles under their control are efficiently performed. They not only examine 
the technical accuracy of the assessments, but also deal with the general 
organisation of the office, the control of the Office Staff, settlement of refund 
claims in reasonable time and the extent to which the convenience of the public 
is considered in arranging for interviews and calling for books of account etc. 
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Though their functions are mainly extra-statutory, still a penalty exceeding 
Rs. 1,000 cannot be imposed by the Income-tax Officers without their previous 
approval. 


(d) Commissioners — The head of the Income-tax Department of a 
State or other Area entrusted to him is the Commissioner of Income-tax who 
is appointed by the Central Government. He is vested with powers under 
Sections 263 and 264 to revise any order passed by any Income-tax official subor- 
dinate to him. In addition, Special Commissioners are appointed without 
reference to any Area to secure proper and uniform administration of the 
Income-tax Act throughout India and to detect cases of suspected fraud. 

(e) Directors of Inspection — Administratively, they are under the control 
of the Central Board of Direct Taxes. Though specific powers and functions 
or the Directors of Inspection have not been defined, they normally collect and 
collate information from different departments of the Government and then 
distribute them to proper Income-tax Officers for necessary action. 

(f) Central Board of Direct Taxes — The Board is entrusted with the 

general administration of the Act by issuing executive instructions regarding the 
interpretation of the provisions of the Act. It is also, authorised to make rules 
under Se<-- .? ' tor carrying out the purposes of the Act. The Board has the 

over-riding po\v.-i to issue directions and instructions to all Officers of the 
Department except the Appellate Assistant Commissioners in the exercise of 
their appellate functions. 

(g) Appellate Assistant Commissioners— The functions of Appellate 
Assistant Commissioners are mainly to hear appeals against assessments made 
by the Income-tax Officers. Administratively they are directly under the 
control of the Central Board of Direct Taxes. 

(h) Appellate Tribunal— The f. actions of the Appellate Tribunals are to 
hear appeals on questions of fact and law against the decisions of the Appellate 
Assistant Commissioners. The Tribunal’s decisions on questions of fact are 
final and conclusive, but its decisions on questions of law are subject to reference 
to a High Court. The Tribunal is now the only authority to state a case for the 
opinion of High Court. The appeals are ordinarily heard by a Bench consisting 
of a Judicial Member and an Accountant Member having experience of 
accountancy and business matters. 

The Appellate Tribunal is a fact-finding body and if it arrives at its own 
conclusion of fact after due consideration of the evidence placed before it, the 
higher courts will not interfere. It is necessary, however, that every fact for and 
against the asscssee must have been considered with due care and the Tribunal 
must have given 'ts finding in a manner which would clearly indicate what 
were the questions which arose for determination, what was the evidence 
pro and contra in legard to each one of them and what were the finding reached 
on the evidence on record before it. The conclusion reached by the Tribunal 
should not be coloured by any irrelevant considerations or matters of prejudice 
and if there are any circumstances which require to be explained by the assessee, 
he should be giv$n an opportunity of doing so. On no account whatever, should 
the Tribunal base its findings on suspicions, conjectures or suimises and if it does 
anything of the sort, its findings even though on fact will be liable to be set aside 
by a higher court. [I. T. R., Vol. 37 (1959), page 151] [Supreme Court decision] 

The function of the Appellate Tribunal in hearing an appeal is puuriy'judi- 
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eial. It is under a duty to decide all questions of fact and law raised in the 
appeal before it : for that purpose it must consider whether on the materials 
relied upon by the assessee his plea is made out. Conclusive proof of the claim 
is not predicated : the Tribunal may act upon probabilities, and presumptions may 
supply gaps in the evidence which may not, on account of delay or the nature 
d * tl 2 n .i actl0 1 ns or ' or ot her reasons, be supplied from independent sources. 
But the Tribunal cannot make arbitrary decisions : it cannot find its judgment 
on conjectures, surmises or speculation. Between the claims of the public 
revenue and of the tax-payers, t he Tribunal must maintain a judicial balance. An 
order passed by the Tribunal without recording any reason in support of its esti- 
mates of unaccounted income cannot therefore be sustained. [I. T. R.. 
Vol. 66 (1967), page 478] [Supreme Court decision]. 



CHAPTtR II 


NOTIONAL INCOME 

§ 1. “Deemed” Income - In addition to actual incomes, certain categories 
of receipts are treated as “deemed incomes” for income-tax purposes only. The 
deeming may be in relation to (1) a person, (2) a place, (3) a period, and 
(4) a source. Rent realised from a house owned by a married woman would 
be deemed to be the income of her husband, if the house was transferred by the 
husband to his wife. The “deeming” in this case is in relation to a “person”. 
A loan was taken in New York anu the money was utilised for buying a new 
machine for installation in Bombay. The interest payable in New York on 
such loan in terms of the agreement would be deemed to accrue in India and as 
such liable to Indian income-tax. The “deeming” in this case is in relation to 
a “place”. A dividend was declared in an annual general meeting held on 
the 11th April, 1965 out of the profits for the year ended on the 31st December, 
1963. This dividend would be deemed to arise on the 1 1th April, 1965 although 
it was payable out of the profits arising in an earlier year. The “deeming” in 
this case -r 'elation to a “period”. 1 astly, certain receipts w'hich are of 
“capital nature ’ would be deemed to be income liable to income-tax. The 
examples of such “deemed incomes” are distribution of dividends out of 
accumulated profits in the shape of debentures, compensation for loss of agency, 
cessation of tradin': liabilities, unexplained investments or cash introduced into 
business and capital gains arising out of sale, exchange or transfer of capital 
asset. The “deeming” in these cases are in relation to a “source”. [Section 
2 (24)] 

§ 2. Income deemed to accrue in India (Section 9) — There are two different 
lines of approach regarding the concept of the place where an income accrues. 
One emphasises the place where the income springs or grows, while the 
other regards the place where the Jesuit of the business activities culminate into 
money or money’s worth. If the business consists merely of buying or 
selling commodities, then the income accrues at the place the goods are sold and 
proceeds are realised. But the same test does not hold good where the business 
consists of different stages of production and sale. It is, therefore, quite 
logical that in the case of business in which the manufacturing process is carried 
on in one country and the sale of the finished products is effected in another, the 
income of the business should be apportioned and only that protion of the income 
which is reasonably attributable to the operations carried out in India should be 
deemed to accrue in India. 

Section 9 of the Act deals with five specific types of income deemed to accrue 
in India if they arise directly or indirectly, 

(1) through or from any business connection in India, or 

(2) through or from any property in India, or 

(3) through or from any asset or source of income in India, or 

(4) through or from any money lent at interest and brought into India 
in cash or in kind, or 

(5) through the transfer of a capital asset in India. 
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The expression “business connection” denotes some element of continuity 
in the relationship between the agent, licensee or other peison resident in India 
who enables the non-resident principal to earn the income. The term “pro- 
perty” covers all movable and immovable assets. The expression “any 
asset or source of income” includes royalty, brokerage, commission etc., which 
in a primary sense arise from Indian sources. The expression “money lent at 
interest and brought into India in cash or kind” indicates that the contract of 
loan takes place outside India and the borrower thereafter brings the money inside 
India. Interest payable on the loan would be deemed to accrue in Tndia. But 
when the money lent by a non-resident outside India has been mixed upon with 
other moneys of similar nature and thereafter brought into India by the borrower, 
the interest payable on such loan cannot be deemed to accrue in India inasmuch as 
the moneys had lost their identity and the lenders had no knowledge that their 
money would be brought into India. 

“Salary” will be deemed to accrue in India if it is earned in respect of servi- 
ces rendered inside India irrespective of the place of its payment. “Salary” 
payable by the Government to an Indian citizen even in respect of services 
rendered outside India will be deemed to accrue in India irrespective of the 
place of its payment. In addition, dividend paid outside India by an Indian 
Company formed and registered under tire Companies Act, 1956, will be deemed 
to accrue in India. 


CENTRAL BOARD OF DIRECT TAXES, CIRCULAR NO. 23 OF 1969. 

Subject § Non-residents— Income accruing or arising through or from busi- 
ness connection in India — Liability to tax— Section 9 of the Income- 
tax Act, 1961. 

Para — 1. Section 9 of Income-tax Act (corresponding broadly to Sec- 
tion 42 of the Indian Income-tax Act. 1922) provides, inter alia that income 
accruing or arising directly or indirectly, through or from any business connec- 
tion in India, shall be deemed to be income accruing or arising in Tndia and 
hence, where the person entitled to such income is a non-resident it will 
be includible in his total income. Clarifications issued in the past by the 
Board on the scope of the provisions of Section 42 and their applicability 
in certain types of cases, are hereby consolidated and restated for the in- 
formation and convenience of the public. 

Para — 2. The expression ‘business connection’ admits of no precise 
definition. The import and connotation of this expression has been ex- 
plained by the Supreme Court in their judgment in C. I. T. VS. R. D. 
Aggarwal & Co. and Another [I. T. R. Vol 56 (1965) Page 20]. The 
question whether a non-resident has a ‘business connection’ in India from 
or through which income profits or - gains can be said to accrue or arise 
to him within the meaning of Section 9 of the Income-tax Act, 1961, 
has to be determined on the facts of each case. However, some illustra- 
tive instances of a non-resident having business connection in India, are 
given below : 

(a) Maintaining a branch office in India for the purchase or sale 
of goods or transacting other business ; (b) Appointing an agent in India 
for the systematic and regular purchase of raw materials or other commo- 
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dities, or for sale of the non-resident’s goods, or for other business pur- 
poses ; (c) Erecting a factory in India where the raw produce purchased 
locally is worked into a form suitable for export abroad ; (d) Forming a 
local subsidiary company to sell the products of the non-resident parent 
company ; (e) Having financial association between a resident and a non- 
resident company. 

Para — 3. The following clarifications would be found useful in de- 
ciding questions regarding the applicability of the provisions of Section 9 
in certain specific situations : — 

(1) Non-resident exporter selling goods from abroad to Indian Importer : 

(i) No liability will arise on accrual basis to the non-resident on 
the profits made by him where the transactions of sale between the two par- 
ties, are on a principal-to-principal basis. In all cases, the real relationship 
between the parties has to be looked into on the basis, and agreement 
existing between them, but where — 

(a) the purchases made by the resident are outright on his own account, 

(b^ tin' transactions between the resident and the non-resident are 
made at arm s length and at prices which would be normally chargeable 
to other customers, 

(c) the non-resident exercises no control over the business of the 
resident and sales ^re made by the latter on his own account, or 

(d) the payment of the non-resident is made on delivery of docu- 
ments and is not dependent in any way on the sales to be effected by the resident, 

it can be inferred that the transactions are on the basis of 
principal-to-principal. 

(//) A question may arise in the above type of cases whether there 
is any liability of the non-resident under Section 5(1) (a) of the Income- 
tax Act, 1961, on the basis of receipt of sale proceeds including the pro- 
fit in India. If the non-reSident makes over the shipping documents to a 
bank in his own country which discounts the documents and sends them 
for collection to the bankers in India, who present the sight or usance draft 
to the resident importer and deliver the documents to him against payment 
or acceptance by the latter, the non-resident will not be liable to tax on 
the profit arising out of the sales on receipt basis. Even if the shipping 
documents are not discounted in the foreign country, but are handed over 
in India against payment or acceptance, no portion of the profits will be 
chargeable to tax under the Income-tax Act, if this is the only operation 
carried on in India on behalf of the non-resident. 

(2) Non-resident company selling goods from abroad to its Indian sub- 
sidiary : 

(1) A question may arise whether the dealings between a non-resident 
parent company and its Indian subsidiary can at all be regarded as on 
a principal-to-principal basis since the former would be in a position to 
exercise control over the affairs of the latter. In such a case, if the tran- 
sactions are actually on a principal-to-principallbasis and are at arm’s length 
and the subsidiary company functions and carries <pn ''business on its own, 
instead of functioning as an agent of the parent company, the mere fact 

1—2 
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that the Indian company is a subsidiary of the non-resident company will 
not be considered a valid ground for invoking Section 9 for assessing the 
non-resident. 

(ii) Where a non-resident parent company sells goods to its Indian 
subsidiary, the income from the transaction will not be deemed to accrue or arise 
in India under Section 9, provided that (a) the contracts to sell are made 
outside India, (b) the sales are made on a principal-to-principal basis and 
at arm’s length and (c) the subsidiary does not act as an agent of the 
parent. The mere existence of a “business connection” arising out of the 
parent subsidiary relationship will not give rise to an assessment, nor will 
the fact that the parent company might exercise control over the affairs 
of the subsidiary. 

(3) Sale of plant and machinery to an Indian importer on instalment 
basis : 


Where the transaction of sale and purchase is on a principal-to-pnnci- 
pal basis and the exporter and the importer have no other business connec- 
tion, the fact that the exporter allows the importer to pay for the plant 
and machinery in instalments will not, by itself render the cxpoiter liable 
to tax on the ground that the income is deemed to arise to him in India. 
The Indian importer will not, in such a case, be treated as an agent 
of the exporter for the purposes of assessment. 

(4) Foreign agents of Indian exporters : 

A foreign agent of Indian exporter operates in his own count! y and 
no part of his income arises in India. His commission is usually remitted 
directly to him and is, therefore, not received by him or on his behalf 
in India. Such an agent is not liable to income-tax in India on the commi- 
ssion. 


(5) Non-resident person purchasing goods in India *. 

A non-resident will not be liable to tax in India on any income attributable 
to operations confined to purchase of goods in India for export, even though 
the non-resident has an office or an agency in India for this purpose. Where a 
resident person acts in the ordinary course of his business in making purchases 
for a non-resident parly, he would not normally be regarded as an agent of 
the non-resident under Section 163 of the Act. But, where the resident person 
is closely connected with the non-resident purchaser and the course of business 
between them is so arranged that the resident person gets no profits or 
less than the ordinary profits which might be expected to arise in that 
business, the Income-tax Officer is empowered to determine the amount of 
profits which may reasonably be deemed to have been derived by the resi- 
dent person from that business and include such amount in the total in- 

come of the resident person. 

(6) Sales by a non-resident to Indian customers either directly or 

through agents : 

(i) Where a non-resident allows an Indian customer, facilities of 

extended credit for payment, there would be no assessment merely for this 
reason provided that (a) the contracts to sell were made outside India and 
(b) the sales were made on a ' principal-to-principal basis. 
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(ii) Where a non-resident has an agent in India and makes sales direct- 
ly to Indian customers, Section 9 of the Act will not be invoked, even if 
the resident pays his agent an overriding commission on all sales to 
India, provided that (a) the agent neither performs or undertakes to per- 
form any service directly or indirectly in respect of these direct sales and 
the making of these sales can, In no way, be attributed to the existence 
of the agency or to any trading advantage or benefit accruing to the principal 
from the agency, (b) the contracts to sell are made outside India, and (c) 
the sales are made on a principal-to-principal basis. 

(iii) Where a non-resident’s sales to Indian customers are secured 
through the services of an agent In India, the assessment in India of the 
income arising out of the transaction will be limited to the amount of 
profit which is attributable to the agent’s services, provided that (a) the 
nejn-resident principal’s business activities in India are wholly channelled 
through his agent, (b) the contracts to sell are made outside India and 
(c) the sales are made on a principal-to-principal basis. In the assessment 
of the amount of profits allowance will be made for the expenses incurred, 
including the agent’s commission, in making the sales. If the agent’s commi- 
ssion fully represents the value of the profit attributable to his service it 
should prima facie extinguish the assessment. 

(b) Where a non-resident principal’s business activities in India are 
not wholly channfelled through his agent in India, the assessment in India 
will be on the sum-total of the amount of profit attributable to his agent’s 
activities- in India and the amount of profit attributable to his own acti- 
vities in India, less the expenses incurred in making the sales. 

(7) Extent of the profit assessable under Section 9 : 

Section 9 docs not seek to bring into' the tax-net the profit of a non- 
resident which cannot reasonably be attributed to operations carried out 
in India. Even if there be a business connection in Tndia, the whole of 
the profit accruing or arising from the business connection is not deemed 
to accrue or arise in India. It is only that portion of the profit which 
can reasonably be attributed to the operations of the business carried out 
in India, which is liable to income-tax. 

To constitute a business connection some continuity of relationship 
between the person in India who helps to make the profits and the person 
outside India who receives or realises the profits, is necessary. Where all 
that has happened is that a few transactions of purchases of raw mate- 
rials have taken place in Tndia and the manufacture and sale of goods 
have taken place outside India, the profits arising from such sales cannot be 
considered to have arisen out of a business connection in India. Where, 

however, there is a regular agency established in Tndia for the purchases of 
the entire raw materials required for the purpose of manufacture and sale 
abroad and the agent is chosen by reason of his skill, reputation and 
experience in the line of trade, it can be said that there is a business 

connection in India so that a portion of the profits attributable to the pur- 
chase of raw materials in India can be apportioned under the explanation 

(a) to Section 9(l)(i). 

§ 3. Income “deemed” to be received [Section 7] — Contributions made by 
an employer in excess of 10% of the salary of any employee participating in 
a recognised provident fund and interest credited on the balance to the credit 
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of the employee in excess of one-third of his salary or at a rate in excess of 6% 
will be deemed to have been received by the employee and as such liable to tax. 

When an existing provident fund is recognised the transferred balance 
consisting of the employer’s contribution in excess of 10% of the employee’s 
salary and interest credited in excess of one-third of his salary or at a rale in 
excess of 6% during the period the fund was unrecognised, will be deemed to 
have been received by the employee in the year of recognition and as such liable 
to tax. 

In addition, income-tax deducted at source during a year from salary, 
interest on securities and dividends will be deemed to have been received by the 
recipient and will be included in his total income for that year. 



CHAPTER III 

INCOME EXCLUDED FROM TOTAL INCOME 


Incomes of certain categories are treated as “No Income”, as such they 
are not taken into account in computing the total amount of income liable to 
income-tax. The main heads of exempted income are now considered. 

§ 1. Commutation of pension, Consolidated Compensation for death 
or injuries etc. : 

Any sum received on account of commutation of pension [Section 10 (10A)] 
or in the nature of consolidated compensation for death or injuries or in payment 
of an insurance policy or as the accumulated balance standing at the credit of 
a subscriber to any provident fund is treated as a Capital receipt, as such it is 
not taxable. Payment out of provident funds or similar funds which are not 
recognised in terms of the Act are, however, taxable to the extent of the employer's 
contribution and interest thereon. Moneys received under policies insuring 
against loss of profit are, however, not exempt. 

§ 2 l.in«ne of Religious & Charitable Institution (Sections 11 to 13) : 

Income from property held under Trust for religious or charitable purpose 
and from business carried on by or for a charitable institution, including 
voluntary contributions received by it, is exempt from taxation. The word 
“property” does not bear the restricted meaning that it bears in Section 22 of 
the Act, but includes securities, business, or share in a business. In the case of 
a property in which there is no absolute dedication and in which the trust reserves 
a secular interest to beneficiaries, Shebaits or heirs of the founder, etc., the secular 
interest is assessable to tax. 

The maintenance of a Shebait may or may not come within the category 
of religious or charitable purpose. It depends on the circumstances of the case. 
If, for instance, dedication is absolute and a small portion of the income is given 
to the Shebait for his remuneration for carrying out the terms of the endowment, 
it would not be secular. If, on the other hand, a fixed sum is given to the Shebait 
for his maintenance, the residue would be held to be secular. The test is whether 
a suit for partition lies for division of the residue. In any case, any portion 
of the income dedicated under the Trust which may be misappropriated would 
also be assessable. 

To secure exemption, the entire income of religious or charitable institu- 
tions or the income derived from property held for religious or charitable 
purposes need not be spent for those purposes in the year of receipt. The 
accumulation is allowed upto 25% of the income or Rs. 10,000 whichever is higher. 
Business income of a charitable or religious trust is exempt when the income 
is applied solely for the purposes of the institution or the business is carried 
on mainly by the beneficiaries of the institution. 

Income of a religious or charitable institution, derived from voluntary 
contributions like donations, legacies and gifts, is also exempt if it is applicable 
to religious or charitable purpose which includes relief of the poor, education, 
medical relief and advancement of any other object of general public utility not 
involving the carrying on of any activity of profit. The expression “charitable 
purpose” should ordinarily apply to public charities. 
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To eliminate the potentialities of fraud by creating revocable charitable 
trust, the exemption is connected with the provisions of Sections 60 to w oi ine 
Act (under which income from a revocable trust is to be included in 
income of the settler). 


X, 


§ 3. Agricultural Income [Section 10 (l)]Any rent or reven e 
from land used for agricultural purposes is exempt from tax only when tl 
is assessed to land revenue by an Authority in India or is subject to 
rate assessed and collected by an Authority in India. But where 
revenue or local rate is paid to an Authority outside India, thfe e p 
does not apply. 


Rent, revenue or income derived from land by agricultural operation, 
refer to the rent, revenue or income earned by a person having some interest 
in the land. It is only in the hands of the owner, landlord, ryot or pei sons having 
a derivative interest in the land, that the income can be treated as agri 
cultural income. It does not, therefore, accrue to every person into whose hands 
the produce of the land passes. 


Profit accruing from the purchase of a standing crop and resale of it after 
harvest by a merchant, having no interest in the land except permission to 
enter upon the land for plucking the produce, differs materially in its character 
from income deiived by way of rent or revenue by a person having an interest 
therein as owner, tenant or mortgagee with possession, etc. The profit in such 
a case is derived by entering into a contract of purchase of a commodity and by 
resale of it a higher price and, consequently, is not agricultural income. 
The land is not the direct or immediate or effective source of income— the 
immediate and effective source being the trading operation of purchase of the 
standing crop and its resale in the market after harvesting the produce at a 
higher price. 


Income from fisheries, markets, moorings, ferries, stone quarries, coal, 
manganese, mica, etc., is not agricultural income. Income from the use of 
land for storing purchases of crops by merchants and from land let out for making 
bricks is not agricultural income. Nazar paid by tenants at the beginning 
of the Zemindary year known as Punnyaha Nazar, a voluntary payment on the 
auspicious day, and Nazar paid for the recognition of succession, inheritance, 
etc., not in connection with the land or tenure held by the tenant, are not 
agricultural income. Interest on cash loans made to tenants at the beginning 
of the cultivating season, repayable in kinds at harvest time, is not agricultural 
income. 


Income from sale of catechu, Kah-charai (dues paid for grazing wild grass), 
Narkul Jalkar (reeds growing on banks of rivers), forest timber, grass phus 
(thatching straw) and bhang and fruits of mango, imli (tamarind) and kathal yack 
fruit) trees which have grown on land naturally and spontaneously and without 
the intervention of human agency is not agricultural income even if such land is 
assessed to land revenue, and such income is not exempt from income-tax. 

In order to decide whether the income derived by an assessee from the 
sale of forest trees is agricultural income or not, the crucial question to be 
answered is whether those trees were planted by the assessee or did those trees 
grew spontaneously. If those trees had grown spontaneously, then income 
derived from the sale of those trees is not agricultural income. In such a case, 
it is whglly immaterial that the asspssee has maintained a large establishment 
for the maintenance and preservation of the forest and assisting in the growth 
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of the trees and has performed operations of substantial character for the 
maintenance and improvement of the forest ; because exhypothesi, he has 
performed no basic operations for bringing the forest into being. Merely because 
considerable amounts have been expended by the assessee in the maintenance 
of the forest, it will not be held that the trees were planted by the assessee. 
[I. T. R., Vol. 35 (1959), page 312] [Supreme Court decision]. 

Weighing charges levied by a landlord on his tenants in addition to the rent 
under agreements entered into with the tenants and cess collected from tenure- 
holders and ryots under Bengal Cess Act 1880, are agricultural income and exempt 
from tax. Income derived from pasturage is income from land used for agricul- 
tural purposes and is therefore, exempt. Profit derived from sale of tobacco 
leaves by a Biri Manufacturer is not agricultural income, but profit derived 
from cultivation of tpndu leaves is agricultural income and exempt. Income 
derived from “toddy” is agricultural income in the hands of the actual cultivator, 
whether owner or lessee of the land on which the tree is grown. Profits 
derived by a cultivator from the sale of the produce raised by him are exempt 
even if he keeps a shop for the sale of such produce, provided no process 
has been performed in respect of the produce other than those ordinarily 
employed by cultivators to render the produce fit to be taken to market. 

N y§ 4. Alice received by member of a Hindu undivided family [Sec- 

tion 10 (2)] : Income received by a person under any customary or legal 
right from the funds belonging to a Hindu undivided family as one of its members, 
is exempt from tax in his hands. The income is, however, assessable in the hands 
of the family as a c eparate composite unit. Those members of a Hindu 
undivided family, who either on partition would be entitled to demand share or 
are entitled to maintenance under Hindu Law can only claim exemption from 
taxation. (Also sec Chapter VI. § 2) 

§ 5. Casual and non-recurring income [Section x 10 (3)] : Revenue 

receipts which are casual and non-recurring and do not arise from any venture 
or concern in the nature of trade, commerce or manufacture are exempt from 
taxation. Receipts may be isolated and yet may not be of a causal and non- 
recurring nature, as such these should be scrutinised before being taxed. Some 
illustrations are given below : 

(i) A purchases a house with a view to re-selling it at a profit. His 
profit from this transaction is liable to tax even though it is an isolated transac- 
tion. B purchases a house for his own use and later on sells it at a profit. 
His profit is not liable to tax. 

(ii) A wins a prize in a lottery of a bet on the race-course ; his • 
receipts therefrom are not taxable. B is a book-maker, as such his profits from 
betting is taxable. 

(iii) A makes a practice of speculating in the purchase and sale of 
shares ; his profit therefrom is liable to tax. B purchases a debenture at 
Rs. 95 redeemable at par after ten years. The premium received on redemption 
is not taxable. On the other hand, the yield from Treasury Bill issued at 
a discount and redeemed at par after three or six months is liable to tax. 

(iv) Lump sum legacies are exempt from tax, but annuities granted under 
a Will are not exempted. 

(v) A fee for referring a football match would be taxable in the hands of 
professional referee, but ^pot in the hands of an amateur. 



INCOME-TAX LAW AND PRACTICE IN INDIA [Chap. Ill 

(vi) Fees for giving evidence would be taxable in the hands of an expert, 
but not in the hands of a casual spectator. 

(vii) Fees for casual journalistic efforts are not taxable, but fees for setting 
examination papers in his own subject paid to a Professor are taxable. 

§ 6. Interest mi Bonds, Securities and Deposit Certificates [Section 

10 * v 4) & 10 (15)] : Interest on Bonds issued by the Central Government under 
loan agreement with the International Bank for Re-construction and Develop- 
ment or Development Loan Fund of the U. S. A. will be exempt from taxation 
if the recipient is non-resident. 1 he interest will, however, be taxed in full 
if the recipient is resident in India. Interest on 31% Ten-year Treasury 
Savings Deposit Certificates, Post Office Cash Certificates, Post Office National 
Savings Certificates, National Plan Certificates, 12-year National Plan Savings 
Certificates, 15-year Annuity Certificates and Post Office Savings Bank will 
be exempt from taxation in the hands of all classes of assessees. Interest on 
Securities held by the Issue Department of the Central Bank of Ceylon will also 
be exempt. 

§7. Value of Travel concession [Section 1(%(5) & 10(6)] .' Value of 
any travel concession or assistance received by an Indian citizen from 
his employer for himself, wife and children for proceeding on leave to his 
home district should be excluded from the computation of his total income. In 
addition, value of any free or consessional passage money received by a non- 
Indian citizen from his employer for himself, wife and children for proceeding on 
home leave out of India should also be excluded from the computation on his 
total income. 

Inward passages provided for the purpose of joining duty in India or 
outward passages provided on termination of service in India should be treated 
as ex-gratia payments in the hands of" the employees and not liable to tax ; 
similarly, where an employee is transferred to or from India from parent 
company to its subsidiary company or from one company to another of the same 
group or from Head Office to a Branch in India or from one Foreign Branch to 
an Indian Branch, the inward or outward passages should be treated as exempt 
from taxation. 

§ 8. Remuneration received by an Ambassador, Consul, Trade Com- 
missioner etc. [Section 10 (6)] : Remuneration received by a non-Indian 
citizen as Ambassador, High Commissioner, Envoy, Minister, Charge 
\ d’affaires, Commissioner, Counsellor, Secretly, Adviser or Attache of an 
| embassy, Legation or Commission of a foreign State should be excluded 
' from the computation of total income. Similarly, remuneration received 

by a non-Indian citizen as Consul-General, Consul, Vice-Consul, Consu- 
lar agent or as a Trade Commissioner or other official representative 

in India of a foreign State should be excluded from the computation of total 
income. 

§ 9. Remuneration .received by the employees of Foreign Organi- 

sations and Ships [Section 10 (6)] : Any remuneration received by a 
non-resident and non-Indian citizen employee of a Foreign enterprise 
which does not conduct any business within India is not liable to tax if 

the employee does not stay in India for more than 90 days. Salaries- received 
by a non-resident and non-Indian citizen in respect of services rendered on 
V Foreign ship while lying in an/ port in India are not liable to tax if the 
employee does not stay m India for more than 90 days. 
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§ 10. Remuneration of Foreign Technicians [Section 10 (6)] : “Tech- 
nicians” mean persons having specialised knowledge and experience in con- 
structional or manufacturing operations, in mining or in the generation 
or distribution of electricity or other forms of power, as also industrial or 
business management techniques. It is not, however, necessary that the 
Technician should be actually handling a particular machine or physically engaged 
in the particular work in which he is an expert. Even if he is employed as a con- 
sultant on matters pertaining to his field of technical knowledge or practical 
experience, he should be regarded as a Technician. 

In the case of Technicians having specialised knowledge and experience 
in constructional or manufacturing operations or in mining or in the genera- 
tion or distribution of electricity or other forms of power, the exemption is 
flHmkgihlp in rffiapftf.t ; qf “salary” earned for 12 months from the Hate 6 1 ("arrival iff 
India? This exemption will be extended" tiy_36"months if his contract of service is 
approved by the Government within one year. This concession has been 
extended to visiting professors and teachers of foreign nationality with effect from 
the assessment year 1964-65. If the amount of tax payable on the salary is borne 
by the employer, then the exemption will continue for a further period of 60 months 
(36+60=96 months in total), 

Iii the case ot Technicians having specialised knowledge and experience in 
industrial or business management techniques, the exemption is admissible 
in respect of “salary” earned for six months from the date of arrival in 
India, provided his contract of service is approved by the Government within 
one year. 

In all cases, the Technician must be “non-resident” of India in the four 
financial years preceding the year of arrival. 

§ 11. Allowances for foreign service [Section 10 (7)] : Salary payable 
by the Government to an Indian citizen in respect of service rendered outside 
India will be deemed to accrue in India and as such liable to tax in full. 
But any allowance or perquisite paid outside India by the Government for 
rendering services outside India will be treated as “no income” and as such 
exempt from tax. 

§ 12. Remuneration of person assigned to India under co-operative 
technical assistance programme [Section 10 (8) & 10 (9)] : The remuneration 
and foreign income of an individual assigned to duties in India under any tech- 
nical assistance programme are exempt from tax. The exemption will also cover 
the foreign income of the family members of the individual. 

§ 13. Death-cum retirement gratuity [Section 10 (10)] ; Death-cum-retire- 
ment gratuity received under the Pension rules of the Central Government, a 
local Authority or a Statutory Corporation or of the Defence Service are 
exempt from tax. This benefit of exemption from tax has also been extended 
to persons in private employment to the extent of 15 months’ average salary 
or Rs. 24,000 whichever is less. 

Under Departmental instructions “salary” means the periodical payments 
made to the employee as remuneration for his services (i.e., basic salary). Any 
payments made to him by way of allowances or perquisites, or any payment in 
the nature of amenity, benefit or bonus should not, therefore, be taken into cony 
sideration as “salary” for the purpose of calculating the amount of exemption! 
“Each year of completed service” means a period or periods of twelve month's 
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service rendered by the employee reckoned from the date on which he com- 
menced service with his employer. “Three years” means three “Calender years” 
(commencing from the 1st day of January and ending on the 31st day of 
December) immediately preceding the “Calender year” in which the gratuity is 
paid to the employee. [Revisional Problems — Questions No. 8 and 9] 

§ 14. House Rent Allowance [Section 10 (13A)] : With effect from April 
1964 a portion of house-rent allowance has been excluded from the computation 
of total income. The maximum amount of exclusion shall be the minimum of the 
following four sums : 

(1) The actual amount of house-rent allowance payable by the employer. 

(2) The excess of the actual house-rent paid by the employee over 10% 
of his salary. 

(3) 20% of the salary paid by the employer if the residential accommoda- 
tion is situated in Calcutta, Bombay, Madras or Delhi and 10% of the salary 
in other places. 

(4) Rupees three hundred per month. 

The term “Salary” for the purpose is the same sum which is taken for 
calculating Provident Fund contribution by the employee (i.e., Basic Salary and 
Dearness pay). 

§ 15. Payments from Provident Funds and Superannuation Funds [Sec- 
tion 10 (11), 10(12), 10(13) & 10(25)] : Payments of accumulated balance 
due to an employee participating in a recognised Provident Fund or Superannua- 
tion Fund or a Provident Fund governed by the Provident Funds Act, 1925, or 
the Employees’ Provident Funds Act, 1952, are excluded from the computation 
of total income. Income from “interest on securities” held by the Provident 
Funds governed by the Provident Act 1925 or the Employee’s Provident Funds 
Act, 1952, recognised Provident Funds and Superannuation Funds are also 
exempt from taxation. 

§ 16. Special Allowances [Station 10(14)] *. Any special allowance, 
other than entertainment allowance, or benefit specifically granted to meet 
expenses incurred wholly, necessarily, and exclusively in the performance of 
duties are excluded from the computation of total income. It will include 
travelling allowance, outfit allowance, washing allowance etc. 

§ 17. Scholarships and Gallantry awards [Section 10(16) & 10(18)] : 
Scholarships granted to meet cost of education, and gallantry awards are excluded 
from the computation of total income. 

§ 18 Daily allowance to Legislators [Section 10(17)] : Daily allowance 
received by members of Parliament or of a State Legislature or of a Com- 
mittee thereof are excluded from the computation of total income. 

§ 19. Privy purse [Section 10(19)] : Amounts received by a Ruler of 
an Indian State as privy purse are excluded from the computation of total 
income. 

§ 20. Income of the Local Authorities, Scientific Research Association, 
Universities and other educational Institutions [Section 10 (20), 10(20A), 10(21), 
10 (22) & 10[(22A)] A Local Authority is defined as “A Municipal Committee, 
District Board, Body of Port 'Commissioners, or other Authority legally 
entitled or entrusted by the Government with the control or management 
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of a Municipal or Local Fund”. Excepting the income arising outside the 
territorial jurisdiction of a Local Authority, the entire income is exempt from 
taxation. Similarly, the entire income of a scientific research association, 
university, hospital or other educational and medical institutions is exempt from 
taxation. In addition, the entire income of Housing Boards set up for planning, 
development or improvement of cities, towns, villages is also exempt. 

§ 21. Sports Association & Trade Unions [Section 10 (23) & 10 (24)] : 

Income of sports associations controlling the games of cricket, hockey, football, 
tennis etc. is exempt from taxation. Similarly, Registered Trade Unions are 
not liable to pay tax in respect of their income from “house properties”, “interest 
on securities” and “other sources”. 

§ 22. Income of Scheduled Tribesmen [Section 10 (26)] : Any income 
acouring from any source in any area specified in part A or B of the Table 
appended to Paragraph 20 of the Sixth Schedule to the Constitution or in the 
territories of Manipur and Tripura as also any income from “interest on 
securities” and “dividends” aie entirely exempt in the hands of Scheduled 
Tribesmen. 

§ 23. Livestock breeding or poultry or diary farming [Section 10 (27)] : 

Income d’- :,, ~<l from business of livestock breeding or poultry or dairy 
farming has occn exempted from tax with effect fiom the assessment year 
1965-66. 

§ 24. Tax Credit Certificate [Section 10 (28)] : With effect from the 
assessment year 15c. 5-66, any amount adjusted or paid in respect of “Tax 
Credit Certificate” under the provisions of Chapter XXI IB, has beer, excluded 
from the computation of total income. 

§ 25. Deduction from total income : 

(a) Life Insurance Premia etc. (Section 80C)— Life insurance premia 
paid, contributions to recognised provident funds, superannuation funds, 
deposits in Post Office Savings Bank (Commutative Time Deposit) Rules 1959. 
etc. have been excluded from the computation of gross total income 
to the extent of 60% of the first Rs. 5.000 and 50% of the balance amount 
upto 30% of the total income (before any deduction under Chapter VIA) subject 
to a maximum of Rs. 15,000 for an individual and Rs. 30,000 for a Hindu undivided 
family. It has been explaineu fully in the illustrations. 

(b) Medical treatment to dependant relatives (Section 80D>— Fees and char- 
ges for medial treatment (including nursing) of dependant relative to the extent 
of Rs. 600 with a maximum of Rs. 2,400 (if the dependent relatives has spent more 
than 182 days in a hospital, nursing home or approved medical institution) has 
been excluded from the computation of the total income .of an individual or a 
Hindu undivided family resident in India. 

(c) Payment for securing retirement annuities (Section 80E) — Contri- 
butions made to any approved fund by an Indian citizen resident in India and partner 
in a registered firm of Chartered accountants, architects, solicitors, lawyers, 
etc. has been excluded from the computation of his gross total income to the 
extent of 10% thereof with a maximum of Rs. 5.000. 

(d) Educational Expanses (Section 80F) — With effect from the 

assessment year 1968-69 provision has been made for a deduction from the com- 
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putation of gross total income of an individual who is resident but is not a citizen 
of India in respect of educational expenses incurred by him for full time education 
of his children outside India. The total amount of deduction is Rs. 1,500 for 
each child subject to a maximum of Rs. 3,000. 

(e) Donation for Charitable purposes (Section 80G) — With effect from 
the assessment year 1968-69 provision has been made for a deduction of 50% in 
the case of a company and 55 % in the case of any other assessec, of the amount 
of donations amounting to more than Rs. 250 made to any Institution or Fund 
established in India for charitable purposes. The maximum limit of donation is 
10% of the gross total income as reduced by the non-taxable portion thereof or 
Rs. 2,00,000 whichever is less. (Vide Illustrations 36 and 42) 

(f) New Industrial undertakings employing displaced persons (Sec- 
tion 80H) — With effect from the assessment year 1968-69 provision has 
been made for a deduction of 50% of the income with a maximum of Rs. 1,00,000, 
arising to new industrial undertakings employing a minimum number of 40 
workers on every working day, 60% of which must be displaced persons or rc- 
patriats from East Pakistan, Burma, Ceylon etc. To secure exemption the 
industrial undertakings must not be formed by splitting or reconstructing an old 
business concern but newly set up and must begin to manufacture or produce 
articles any time during 1st April, 1967 and 31st March, 1970. The deduction 
is admissible from the assessment year rclevent to the year in which the produc- 
tion starts for 10 years. 

(g) Profits of specified industries (Section 80-1) — With effect from 
the assessment year 1966-67. provision was made for a deduction of 8% of the 
profits arising to an Indian Company in which the public arc not substantially 
interested or any other non-Indian Company which has made the prescribed 
arrangements for the declaration and payment of dividends within Tndia. 
out of generation or distribution of electricity or any other form of power or of 
construction, manufacture or production of anything specified in the Fifth 
Schedule. This deduction is not available to a company whose total income 
is less than Rs. 50,000. 

(h) New Industrial undertakings or ships or hotel business (Section 80.1) — 

To secure exemption, the industrial undertakings must not be formed by 
splitting or reconstructing an old business concern but newly set up after Jst April, 
1948, employing more than 10 persons where the manufacturing process 
is carried on with the aid of power and 20 persons in other cases. Tn the case 
of hotels the exemption was allowed from the assessment year 1961-62 to Indian 
companies which had a paid up capital of Rs. 5 lakhs or more and were approved 
by the Central Government for tourist purpose. In the case of Indian shipping 
Companies the exemption was allowed from the assessment year 1967-68. The 
exemption is limited to 6% of the capital employed in the business and is 
admissible from the assessment year relevent to the year in which the production 
starts for six years in the case of a Co-operative Society and for four years 
in the case of other industrial undertakings, hotels and shipping companies. 
Where the amount of income is less than 6 % of the capital employed the 
deficiency will be carried forward from the assessment year 1968-69 for seven 
years in the case of a Co-operative Society and for five years in the case of 
other concerns. 

(i) Dividends from new industrial undertakings, hotels, or shipping business 
(Section 80K>— Dividends paid out .of exempted profits (tax holiday) of new 
Industrial undertakings, hotels and shipping business pre not includible 
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in the computation of gross total income of the share-holders of the respective 
organisations from the assessment year 1968-69. 

(j) Dividends from Indian Companies (Section 80L)— With effect from 
the assessment year 1968-69 dividends received from Indian companies amount- 
ing to less than Rs. 500 are not includible in the computation of gross 
total income of any asscssee. If the amount is more than Rs. 500 then the entire 
amount should be included. With effect from the assessment year 1969-70 the 
concession has been increased to the 1st Rs. 500, the balance amount being 
taxable. The non-taxablc amount was increased to Rs. 1,000 with effect from 
the assessment year 1970-71. Where an assessee is also entitled for a deduction 
in respect of dividends from new industrial undertakings etc. the amount of 
Rs. 500 or Rs. 1,000 as case may be should be reduced by such “tax holiday” 
dividends. 

(k) Intercorporate dividends (Section 80M) — With effect from the assess- 
ment year 1968-69 dividends received by a company from a “domestic 
company” shall not be included in the computation of gross total income of the 
recipient company in the following manner — 

(a) Dividends received by a “foreign company” from 80 % of such 

p rlosely held Indian Company mainly engaged dividends. 

m priority industries. 

(b) Dividends received by a “Foreign Company” 65% of such 

from any “domestic company [other than an dividends. 

Indian Company referred in (a)]. 

(c) Dividends received by any “domestic company” 60% of such 

from any other “domestic company”. dividends. 

(l) Royalty regarding “technical know-how” (Section 80 MM) — With 

effect from the assessment year 1970-/1 an Indian Company which provides 
“technical know-how” to any person carrying on a business in India will 
be entitled to deduct 40% of any royalty, commission, fees or any other receipts 
(excluding “capital gains”) in the computation of its total income. This de- 
duction will be available where the “technical know-how” is likely to assist 
in the manufacture or processing of goods or materials, installation or erection 
of machinery and plant, mining including prospecting, or in agriculture, 
animal husbandry, dairy, or poultry farming, forestry or fishing and the 
royalty, commission, fees etc. arc receivable in terms of an agreement en- 
tered after 1-4-69 and approved by the Central Government before 1st Octo- 
ber of the relevant assessment year. 

(m) Dividends from non-Indian Companies (Section 80 N) — 60% of the 
dividends received on shares allotted by a non-Tndian company in consideration 
of any patent, invention, model design, secret formula or process or similar pro- 
perty right or information concerning industrial commercial or scientific know- 
ledge, experience or skill or technical services rendered by an Indian com- 
pany to the non-Tndian company under an agreement approved by the Central 
Government, shall not be included in the computation of gross total income of the 
recipient company with effect from the assessment year 1968-69. The con- 
cession has been raised to 100% with effect from the assessment year 1969-70. 

(n) Royalties, commission, fees etc. (Section 80-0) — 60% of the royalty, 
commission, fees or similar payment recei)(ed/by an Indian company from a non- 
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Indian company in consideration of the supply of technical “knowhow” or 
technical services to the non-Indian company in pursuance of an agreement 
approved by the Central Government, shall not be included in the computation 
of gross total income of the recipient company with effect from the assess- 
ment year 1968-69. The concession has been raised to IOC % with effect 
from the assessment year 1969-70. 

(o) Income of Co-operative Societies (Section 80P) — With effect from 
the assessment year 1968-69 the entire income of the following category of 
Co-operative Societies has been excluded from the computation of gross total 
income : — (i) Societies carrying on the business of banking or providing credit 
facilities to the members, or carrying on a cottage industry or the marketing of 
the agricultural produce of its members or the purchase of agricultural 
implements, seeds, live-stock or othci articles intended for agriculture for the 
purpose of supply them to its members, or the processing, without the aid of power, 
of the agricultural produce of its members, (ii) Societies being primary 
societies engaged in supplying milk raised by its members to a federal milk Co- 
operative Society, (iii) In respect of any income derived by the Society from 
the letting of godouns or warehouses for storage, processing or facilitating the 
marketing of commodities, (iv) In respect of interest or dividends derived by 
the Society from its investments \\it!i any other Society, (v) In respect of 
interest on securities and income from House Properties in the case of Societies 
other than a Housing Society, an Urban Consumers' Society or a Society carrying 
on transport business or a Society engaged in the performance of any manu- 
facturing operations with the aid of power, where the gross total income of the 
Society does not exceed Rs 20,000. 

(p) Dividends from Co-operative Societies (Section 80Q)— Dividends paid 
out of the exempted profits of Co-operative Societies arc not includible 
in the gross total income of the share-holders from the assessment year 
1968-69. 

(q) Remuneration for Service rendered outside India by a teacher 
(Section 80R) — With effect from 1st April, 1966. provision was made for a 
deduction of 50% of the remuneration received for the first 36 months for ren- 
dering services outside India by a professor, teacher or research worker who 
is a resident individual as also a citizen of India from any foreign university or 
other educational institution or any foreign notified association, from the com- 
putation of gross total income. 

(r) Professional income from Foreign sources (Section 80RR) — With effect 
from the assessment year 1970-71 an author, play-wright, artist, musician or 
actor, resident in India, deriving income from his profession from any 
foreign source will be entitled to deduct 25% of such income which is 
received in or brought into India in accordance with the Foreign Exchange 
Regulation Act, 1947 and any rules made thereunder. 

(s) Compensation for termination of managing Agency, etc. (Section 80S) — 

Compensation or similar payments received by an assessee other than a company 
on the termination or variation of managing agency, commission agency 
or any other similar agency is taxable as income from business, profession or 
vocation in terms of Section 28 (ii). As the lump receipt will be treated as income 
of one year, the amount of tax payable would therefore be heavy. To remove 
this hardship, 25 % of such compensation, subject to a maximum of Rs. 1 lakh, 
shall be deducted and the balance amount shall be included in the computation 
of the gross total income from the assessment year 1968-69, 
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(t) Long-term Capital Gains (Section 80T) — Profits arising to an assessee 
other than a company from sale of “Long-term Capital asset” shall be 
excluded with effect from the assessment year 1968-69 in full if the gross total 
income of the assessee is less than Rs. 10,000. If the gross total income 
is more than Rs. 10,000, then the first Rs. 5,000 o.f the profits arising from 
sale of “Long-term Capital asset” comprising of lands or buildings and 
45% of the balance shall be excluded with effect from the assessment year 1968-69 
from the gross total income. If the gross total income is more than Rs. 10,000 
and the profits arise only, from sale of “Long-term capital assets” other than 
lands and buildings (i.e. shares, securities etc.) then the first Rs. 5,000 of such 
profits and 65% of the balance shall be excluded from the computation of gross 
total income with effect from the assessment year 1968-69. (Vide Illustra- 
tion No. 28). 

(u) Blind Person (Section 80U)— With effect from the assessment year 
1969-70 provision has been made for a deduction of Rs. 2,000 from the gross 
total income of a resident individual who is totally blind at the end of 
the relevant previous year. 



CHAPTER IV 


INCOME PARTIALLY TAXABLE 

In addition to the incomes enumerated in Chapter III, there arc certain other 
incomes which are not liable to tax but are included in the computation of total 
income which in its turn determines the rate or rates of tax applicable to succes- 
sive slices of income though certain parts thereof may be exempt. The effect of 
this inclusion, therefore, increases the average rate of tax applicable on the remain- 
ing taxable portion of the total income. 

§ 1. Income included in total income but exempt from income-tax 
(Sections 86 & 86A). 

(a) Share of income in an unregistered firm or an association of per- 
sons — The amount of income which a partner of an unregistered firm or a 
member of an association of persons (other than a Hindu undivided family or a 
company) is entitled to receive in respect of which income-tax is payable by the 
firm or the association, will not be liable for income-tax again. If, however, 
the total income of the firm or the association is below the taxable limit and as 
such no tax is payable by it, then the partners or the members, as the case 
may be, will be liable to pay income-tax in respect of their proportionate 
shares. 


(b) Interest on tax-free securities— Income-tax payable on the interest 
receivable on any Rupee Security issued or declared income-tax free by the 
Central Government or a State Government will be reduced by the amount of 
income-tax but not exceeding 25% of such income (increased to 27 5% from the 
assessment year 1966-67). 


Illustration 1. 

Dr. Akinchan Adhicary furnished you with the following particulars with 
a request to specify (1) the incomes which should be excluded from the computa- 
tion of total income, and (2) the incomes which should be included in the 
computation of total income but will not be liable for payment of tax. He 
also requested you to compute his total income for the year ended 31st March, 
1970 on the basis of which he will submit his return of income to the Income- 
tax Authorities. 

(1) Income from Medical profession Rs. 8,000 

(2) One-fourth share of income (from the house properties belonging to 
the undivided family) amounting to Rs. 6,000. 

(3) Rs. 100 for refereeing at a football match between Veteran’s XI and 
Doctor’s XI. 

(4) One-third share of profit of unregistered firm (Sleeping partner) 
amounting to Rs. 5,000. 
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(5) Rs. 150 being interest in Savings Bank Account with Kalighat Post 
Office. 

(6) Rs. 250 being interest on Fixed Deposit with Central Co-operative 
Credit Society Ltd. 

(7) He paid Life Insurance Premium of Rs. 2,000 (Capital sum assured 
being Rs. 40,000 without profit). 

ANSWER 

The following incomes should be excluded from the computation of total 
income : 

(1) One-fourth share of income (from the house properties belonging to 
the undivided family) amounting to Rs. 6,000 [Vide Section 10 (2)]. 

(2) Rs. 100 for refereeing at a football match between Veteran’s XI and 
Doctor’s XI should be treated as casual income. [Vide Section 10 (3)]. 

(3) Rs. 150 being interest in Savings Bank Account with Kalighat Post 
Office [Vide Section 10 (15) (ii).] 

No tax is payable on the following incomes but these will be included in the 
computation of total income. 

(1) One-third share of profit of an unregistered firm (Sleeping partner) 
amounting to Rs. 5,000. 

As the firm has paid income-tax on a total income of Rs. 15,000, the one- 
third share of Rs. 5,000 will not be liable for payment of income-tax in the hands 
of Dr. Adhicary. 


Computation of total income for the year ended 31st March, 1970. 


1. 

Professional income 

Rs. 

8,000 

T 

4*. 

Share of profit of an unregistered firm 


5,000 

3. 

Interest on Fixed Deposit with Central 
Co-operative Credit Society 


250 



Rs. 

13,250 


Less : Life Insurance Premium 60% of Rs. 2,000 


1,200 


Total Income 

Rs. 

12,050 


Rebate of income tax will be admissible on the follow- 
ing amount at the average rate per Rupee (i.e., total income-tax 
payable on Rs. 12,050 divided by the total income). 

Share of profit of an unregistered firm Rs. 5,000 


Note : Interest received on fixed deposit with the Co-operative Credit 
Society is taxable ; only profits are tax-free. 

Revisional Problems — Questions No. 2 and 3. 



CHAPTER V 

FOREIGN INCOME AND SCOPE OF ITS TAXATION 

§ 1. Assessment of foreign income — Income which accrues, arises or 
is received outside India is termed foreign income. The imposition of tax in 
respect of foreign income lias necessitated the creation of a distinction between 
permanent residents of India and persons whose presence in India is more 
or less of a temporary or casual nature. Consequently, in respect of certain 
class of assessees, i.e., residents and ordinarily residents, it is taxable on 
accrual basis. Before the incidence of taxation between these classes of 
assessees is further discussed, let us examine the difference between their 
status. 

§ 2. Resident but not ordinarily resident (Section 6) : 

(a) Residence of individuals — An individual is resident in India in any year 
if he (i) stays in India for 182 days or moic in that year ; (ii) keeps a 
dwelling house for him for 182 days or more and stays for 30 days or more in 
that year ; (iii) stays for a period of 365 days or moic during four years preceding 
to that year and is present in India for 60 days oi more in that year. An 
essential condition common to all the three definitions is that thcic must be physi- 
cal presence in India for 30 days in any year to constitute a person resident 
in that year. Consequently, a person who remains outside India during the 
entire “prciious year” cannot be resident whatever connections he may have in 
India during the year. 

Maintenance of a house docs not necessarily mean that it should be 
owned by the assessce but it must be available for occupation by him 
at any time during the year. Maintaining a residence and setting up an 
establishment are different things from owning or contracting to buy an un- 
furnished house. The question of ownership is not at all necessary for the 
purpose of determining residence in as much as a tenant can also maintain 
a dwelling place for him. The word "icsident” indicates a personal quality and 
is not descriptive of a person’s property. 

(b) Residence of Hindu undivided families, firms and other 
associations — A Hindu undivided family, firm or other association of persons 
is resident in India unless the control and management of its affairs is situated 
wholly without India. Families, fiim->, or associations will be resident in India 
even if any part of the control or management is situated in India. Conse- 
quently, when a partner of a firm, carrying on business in Ceylon resided 
in India and managed a branch of the firm in India, it was held that the control 
was not situated wholly outside India and the firm was, therefore, resident 
in India. 

The control and management must be de facto and not de jure. A 
liberal meaning is to be given to the words “wholly situated” and it must be ascer- 
tained in every case where in fact the control and managenent of the business 
is situated apart from the temporary journeying of the active partner or the resi- 
dence of the dormant ones. 

One Mr. B carried on business in South Africa . In 1912 he returned 
to India leaving his business in the hands of three managers. In 1937 he 
executed a Deed by which he admitted the three managers, as partners having 
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a share in profits and losses but retained to himself the full control of the 
business and even the right to dismiss any of the three partners. Mr. 3, 
however, stated in an Affidavit that he had not at any time either controllel 
and managed or attempted to control or manage the affairs of the business in 
South Africa. Two of the partners filed Affidavits stating that they had been 
carrying on the business of the firm without receiving any instructions from B 
who only kept himself in touch just to caution the partners while they 
informed him about the general condition of trade prevailing in South Africa. 

It was held, under the circumstances, that the firm was not resident in India. 

A firm consisting of seven partners, all of whom were permanent residents 
in the taxable territories, owned a Tea TMate situated in Ceylon. The Estate 
was managed by an agent who looked aftci u> working from day to day and 
stayed on Ceylon permanently All the ^ales were effected by the agent, the pass 
books for the bank account for the Estate were kept in his name, and 
he received the income am! made the disbursements from time to time. 
The agent, however, submitte 1 to fuiir of the partners, at the beginning of every 
year a budget coveiing important makers to be attended to in connection with 
the Estate, and it was only after the H-idget was approved by them that the 
agent was at liberty to irt upon it. The »pent had also asked for directions 
during the relevant accounting ycai. icgardirg the manuring of the tea garden, 
the salarv V 1 c paid to the employee^ the purchases to bt made, the expendi- 
ture ta be incur. ed in constructing a buildu g and the manner in which the 
goods should be packed and sent, and the partneis had gi\cn him the requisite 
directions. 

It was held by the Hon’ble Supreme Court on the basis of the above facts 
that the control and management of the nffiirs of the firm was not wholly situated 
in Ceylon. The a^t of approval of the budget submitted by the agent amounted 
to an act of exercising the right of control and management of the firm and as 
such it was “resident" in the taxable ten italics. [1 T. R , Vol. 31 (1958). page 1] 

(c) Residence of Companies- \ compos is resident in India in any year 
if the control and management ut its affairs U situated wholly in India in that 
year. The definition shows that the country of incorporation does not determine 
its place of residence, but it is the place of control and management that deter- 
mines a company's place of residence So, if any part of the control and 
management is outside India, then the company would not be treated as resident 
in India. 

§ 3. Resident and Ordinarily Resident (Section 6) : 

(a) An individual is “Resident and Ordinarily Resident” in any “previous 
year” i.e., accounting year if he has been resident in India in nine out of ten 
“previous years” preceding that year and has stayed in Tndia for more than 
730 days in the last seven “previous years” preceding that year. Both these 
conditions arc cumulative and if we fail to prove either of the conditions, then 
we fail to establish that he is “Resident and Ordinarily Resident”. “Ordinary 
residence” is not measured by the length of technical residence alone, but also by 
the period of physical presence during the preceding seven “previous years” ; 
on the other hand, the period of physical presence alone, however long, is not 
enough, there must also be technical residence for nine out of ten preceding 
''previous years”. 

The object of taking both these, factors into aVcourtt'is clear. Two classes 
of individuals were consic^red^heh the [Legislature % introduced the principle 
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of taxing permanent residents, viz., those who were on the upward path of 
progress from foreigners to full citizens and those who were on the downward 
path, falling off from full citizens. In the case of the former, merely because 
they come and go, and stay in India, they should not be taxed as ordinary 
residents. They can be taxed as such, only after they complete a period of nine 
years’ residence. In the case of the latter even, if they have been technically 
residents for over nine years, they should not be taxed if they have not stayed 
in India for more than 730 days in the preceding seven “previous years”. 

Complete absence from India for two “previous years” will destroy the 
status of a “Resident and Ordinarily Resident” until the individual completes 
the fresh period of nine years’ residence. Complete absence for one full 
“previous year” in every five “previous years” would enable an individual, who 
has not become an “ordinarily resident”, to keep up the status of “not Ordina- 
rily Resident”. 

(b) A Hindu undivided family is ordinarily resident in India if its 
Manager is “ordinarily resident” in India in accordance with the principle 
discussed above. When the Manager of a Hindu undivided family dies or is 
replaced by another for any reason, the period of residence in Tndia of the 
successive Managers of the family during its continued existence should be taken 
into account in determining whether the family is “Ordinarily Resident” in 
India or not. 


Illustration 2. 

From the following particulars determine the status of Mr. Brown who 
arrived in India for the first time on the 15th March, 1952, his previous year being 
April to March. 


Date of Arrival 


Date of Departure 


15th March, 

1952 

30th November, 

1952 

1st October, 

1953 

31st May, 

1954 

15th August, 

1955 

3 1 st October, 

1956 

1 st January, 

1958 

30th June, 

1958 

1st November, 

1959 

30th June, 

1961 

1st August, 

1962 

30th June, 

1963 

15th April, 

1966 

1 5th December, 

1967 

15th July, 

1969 

28th February, 

1970 


ANSWER 




Assessment 

year 

Accounting 

year 

No. of days Status 
stayed 

Remarks 

1952- 53 

1953- 54 

1954- 55 
1955-56 

1951- 52 

1952- 53 

1953- 54 

1954- 55 

17 days Non-resident 

244 „ Resident 

182 „ 

61 „ 

Less than 182 days. 
More than 182 days. 
More than 182 days. 
Less than 182 days, 
but more than 365 
days during four 
years ended 31-3-54. 
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§§4-7] 

A sum of money may be received in more than one way, that is, by 
transfer of a coin or a negotiable instrument or other document which represents 
and produces coin and is treated as such by business ; even a settlement in 
account may be equivalent to a receipt of a sum of money although no money 
may pass. In some instances, a sum may be regarded as having been “construc- 
tively remitted” to this country, e.g., where an assessee draws a cheque on his 
banker abroad and cashes it here. It is impossible to define the various 
ways in which “a remittance” to this country can be made or to lay down exactly 
the circumstances in which the liability can be avoided. 

Borrowing money in India is not the same as receiving income, as such if 
a debt due by an assessee to a Bank in India is transferred to its London Office 
and discharged at London by the sale of Sterling sccuntics belonging to the 
assessee, then it cannot be said that a “constructive remittance" to India of the 
sale proceeds of the Sterling securities has taken place. But if the Bank in India 
allows the assessee to overdraw in anticipation ot getting mwiiey fiom London, 
then the overdraft should be treated as a “constructive lemiUancc" ot the sale 
proceeds of the Sterling securities in India. 

Assessment years 1969-70 and 1970-71 — Liability to tax is contrasted 
according to the status of the assessee in the 
accounting year. 

Resident and Resident but Ni.n- 

ordinanly not ordmaiily Resident 
resident resiccnt 

1. Income which accrues Liable in full Liable ir. full Liable in full 
or arises in India 
(irrespective of the 
place of its receipt). 

2. Income which is re- 
ceived in India (irres- 
pective of the place of 
its accrual). 

3. Income which accrues, 
arises or is received 
outside India from 
business controlled in 
or profession or voca- 
tion set up in India. 

4. Income which accrues, 
arises or is received 
outside India not in- 
cluded in item 3. 

Revisional Problems— Questions ISo. 5, 6 and 7 


Do. 


Do 


Do. 


Do. 


Do. 


Excluded 
from the 
total income 


Do. Excluded fiom Do. 

the total income 



CHAPTER VI 


CLASSIFICATION OF TAX-PAYERS [Section 2 (31)] 

§ 1. Assessee defined [Section 2 (7)] — Assessee means a person by 
whom income-tax, interest or penalty is payable under the Income-tax Act 
and includes any person in respect of whom any proceeding relating to 
assessment of income, determination of loss or computation of refund, has been 
taken. The term includes also persons who are “deemed” to be assessees under 
any provision of the Act. Normally income-tax is payable by every individual, 
Hindu undivided family, Company, Local Authority, Firm, Association of Persons 
and by every artificial juridical person. The liability of each class of tax-payers 
will now be discussed. 

§ 2, Individual — The term “Individual” has not been defined in the Act. 
It means a “human being” or a single person in its ordinarily accepted sense. 
A minor who earns by his own skill or a person of unsound mind who carries 
on a business under his control is assessable as an Individual. A Trustee or 
Administrator or Executor is also assessable as an Individual in his representa- 
tive character. 

In computing the total income of an individual, the following kinds of income 
should be included : (i) Income derived by membership of wife or minor 
children in a firm of which the husband or father is a partner ; (i) Income from 
assets transferred to wife or minor children otherwise than for adequate con- 
sideration or in connection with an agreement to live apart ; (iii) Income from 
assets transferred to third parties otherwise than for adequate consideration if 
the transfer was for the benefit of his wife or minor children. (Section 64) 
Revisional Problems — Question No. 52 

An assessee who held 350 shares in a company transferred the shares to his 
minor son by way of gift. Later the minor son was allotted 744 bonus shares 
for his original holding of 350 shares. The question was whether the dividend 
income from the 744 bonus shares allotted to the minor son could be included 
in the total income of the father. It was held by the Hon’ble Bombay High Court 
that although the bonus shares were in the hands of the minor son, undoubtedly 
an accretion to the assets transferred by the father, they could not be regarded 
as “assets transferred” by the father, the dividend income from those bonus 
shares could not be regarded as arising even indirectly from the assets transferred 
by the father, and therefore, the dividend income on the 744 bonus shares could 
not be taxed in the hands of the father. [I. T. R., Vol. 36 (1959), page 577] 

There is no logical distinction between income arising from assets trans- 
ferred by the assessee to his wife and income arising from sale of the assets so 
transferred. The profits or gains which arise /rom the sale of the asset 
would arise or spring from the asset, although the operation by which the profits 
or gains is made to arise out of the asset is the operation of the sale. If the asest 
is employed, say by way of investment and produces income, the income arises 
or springs from the asset ; the operation, which causes the income to spring 
from the asset, is the operation of the investment. In the operation of the invest- 
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ment, income is produced while the asset continues to belong to the wife, 
while in the operation of a sale, gain is produced, which is still income, but in the 
process possession of the asset is parted with. Although the processes involved 
in the two cases are different, the gain which has resulted to the owner of the asset, 
in each case, is the gain, which has sprung up or arisen from the asset. 
The inclusion of “capital gains” in the definition of “income” was for the 
first time enacted in 1947. It is true that at the time when Section 16(3) (a) (iii) 
(old section) of the Indian Income-tax Act, 1922, was enacted the definition 
of “income” did not include “capital gains” but capital gains having been brought 
within the meaning of “income” in Section 2(6C) (old section) the expres- 
sion “income” as used in Section 16(3)(a)(iii) (old section) must be con- 
strued according to the amended definition of the word and would, therefore, 
include capital gains. There is nothing in the context or language of 
Section I6(3)(a)(iii) (old section) of the Act to suggest that capital gains are ex- 
cluded from its scope. 

It was held, accordingly by the Hon’ble Supreme Court that the capital 
gains derived by the wife of the assessee by the sale oT assets transferred to her 
by him had to be included in the total income of the assessee under Section 
16(3)(a)(iii) (old section) of the Indian Income-tax Act, 1922. [I. T. R., Vol. 
68 (1968), Page 503] 


(Regarding Residence — see Chapter V % 2 & 3) 


(a) Dead person (Sections 159 & 238) — An executor, administrator or legal 
representative of a deceased person should be treated as the assessee for the 
purpose of assessment of the income of the deceased person. The liability is, 
however, confined to the payment of tax to the extent to which the estate 
is capable of meeting the charge and does not rank in any way prior to other charges 
to which the estate may be liable. 


When no notice has been served on a deceased person, a notice may be 
served on the executor, administrator or other legal representative and an 
assessment made as if such person were the assessee. Where notice has been 
served on a deceased person, but no return has been made or where the return 
made is in the Income-tax Officer’s opinion incorrect or incomplete, the Income- 
tax Officer may assess the income and determine the tax. For the purposes of 
making such assessments, the Income-tax Officer may require the executor, admi- 
nistrator or legal representative of the deceased to produce documents or 
other evidence. 

The executor, administrator, or the legal representative is similarly 
authorised to claim a refund of income-tax which would but for his death, have 
been payable to the deceased person and to appeal against the order of the Income- 
tax Officer who refuses to grant the refund. 

(b) A Married Woman is liable to Income-tax in respect of any income 
which she earns pn her own account or any income from assets inherited by her 
or gifted to her by any one other than her husband. The residence rules will be 
applied to her in her individual capacity. 

Where the married woman and her husband are partners in a firm 
the income of the married woman from the partnership shall be included 

1 - 5 . 
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in the total income of her husband if the married woman’s total income (exclud- 
ing her partnership income) is than her husband’s total income (exclud- 
ing his partnership income) ; on the other hand if the married woman’s total 
income (excluding her partnership income) is more than her husband’s 
total income (excluding ni* partnership incumc) then the husband’s income from 
the partnership shall be included in the total income of the married woman. 
Where the married woman as also her husband are partners in a firm in which 
their minor child has been admitted to the benefits of the said partnership, the 
income of the minor child from the partnership shall be included in the 
total income of the parent whose total income (excluding the partnership income) 
is greater. (Section 64) 

(c) Guardians, Trustees and Agents (Section 160) -Guardians and trustees 
ol a minor, lunatic or idiot a»e liable t<* be assessed in respect of any 
income which they are entitled to <„cei\c on behalf of the beneficiaries concerned. 
The liability to assessment i> to he i i the same mannci and to the same extent 
as it would have been, nad the assessment been made directly on the beneficiary. 
The Act. however, does not peimn double taxation in the case of tiusts once in 
the hands oi the Duster and agiin in the hand of the beneficiaries. Its 
inclusion in the total income in.iy raise tne rale of tax leviable on the remaining 
income of the beneficiary but ihe me une snouiJ not iUclf be subjected to 
income-tax a. second time in the handa ol the beneficiary if it has borne income- 
tax in the hands of the trustees. In determining the extent to which a beneficiary 
has been taxed when a part of the income of a trust has suffered taxation, 
his share is deemed to na\e been uen\eJ nioportionately fiom the whole income 
of the trust and inoei >re, to nave been taxed in the same proportion 
as the itic nne ol the irn-a ha-, been taxed 

Any person employed by ui on bchall of a person residing outside India or 
having any business connection with such person or through whom such person 
is in receipt of any income, pi fits or gpins, which are chmgcablc under the Act, 
is liable to be as>essed m the in nmer and to the same amount as tax would 

be leviable upon such non-resic,. t. Ihe tax may, however, be levied upon 
and recovered from the non-re y ' 1 direct. The liability of the agent to 

pay tax is personal- though lie is entitled to recoup himself from the non- 
resident. 

(d) Court of Wards, Administrator-General, Official Trustees, etc. 
(Section 160) — Court of Wards, Administrator-Gcneial, Official Trustee, receivers 
and managers appointed by Courts and trustees appointed under duly executed 
trust instrument or Will, who are entitled to receive any income, profits or 
gains on behalf of a beneficiary, are liable to tax in the like manner and to the 
same extent as would be leviable upon the beneficiary and all the provisions 
of the Act arc to apply accordingly. Where the income is not specifically 
receivable on behalf of any one beneficiary or where the individual shares of the 
beneficiaries are indeterminate or unknown, the tax is leviable at the maximum 
rate. 


It does not, however, prevent the direct assessment of the beneficiaries 
specifically on whose behalf the income is receivable or the recovery of the tax 
from him direct. But the income should not itself be subjected to tax a second 
time, if it has already borne tax in the hands of the trustees. 

§ 3. Hindu undivided family— The Income-tax Act does not define 
Hindu undivided family and we have to seek guidance from the sacred books 
and customs of the Hindus and from judicial pronouncements* A Hindu 
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undivided family is a co-parcenary or tenancy in common arising by law 
among certain relatives of stated degree including relations by adoption. It cannot 
be created by contract among strangers or others outside the stated degree of 
relations. 

There are two Schools of Hindu Law, the Dayabhaga and the 
Mitakshara — the former prevailing in the greater part of Bengal and the 
latter in the rest of India. The fundamental difference between the 
two is in their attitude towards ancestral property and the admission 
of females into the co-parcenary under certain circumstances. Under 
the Dayabhaga Law, a son has no right in the family property so 
long as his father is alive, whereas under the Mitakshara Law, every male 
member of the family has a right in the family property as soon as he is 
born. 


The departmental instructions in this connection are as follows : 

“The sm of a Hindu (governed by n.iy school of Hindu Law) docs not 
acquire by birth any interest in Ins father's self-acquired property. In 
respect of the income of such pi.oocUy. the father is to be assessed as an 
individual. In the ca>.e of Hindus not governed b> the Dayabhaga Law, 
the son acquires by birth an inlcicst in his father’s ancestral property and 
therefore, ,,4 V. .he birth of a son the me* me from ancestral property is to 
be assc^.ed as the income of a Hindu undivided family. According to the 
Dayabhaga Law, however, the son docs not acquire by birth any interest in 
the ancestral property. His rights arise for the first time on his father’s death. 
In the father’s lifetime, therefore, the income fiom ancestral property is to 
be assessed as the income of an individual unless the father himself L a member 
of a co-parcenary. The income of a sole surviving male member of a Hindu 
undivided family governed by the Mitakshara Law is to be assessed as his 
personal income if he has no son. The existence of a wife and daughters does 
not alter the position. Under the Dayabhaga Law, the position is different. 
According to that law, a co-parccnary is farmed only w hen the inheritance opens, 
and there must be two or moic male hens before a co-parcenary can be formed. 
But if any of these male co-parceners dies leaving surviving him a widow or a 
daughter, that widow or daughter would be admitted into the co-parcenary in 
the place of the deceased co-parcener. As for e> ample, a Hindu governed by the 
Dayabhaga Law dies leaving three sons A B and C. The three sons. A, B and 
C, inherit the propetty jointly and form a co-parccnary (although each inherits 
a defined share). If before partitioning their shares, B dies leaving a widow, 
BW and C dies leaving a daughter, CD, then A, BW and CD will be members of 
the co-parcenary originally formed by A, B and C. It will thus be seen that the 
Dayabhaga Law differs from the Mitakshara in admitting females into the 
co-parcenary in certain circumstances, although they cannot originally form a co- 
parcenary. A co-parcenary is a fortiori an undivided Hindu family and the income 
from the co-parcenary property will, according to the Dayabhaga Law, be assess- 
able as the income of an undivided Hindu family notwithstanding that such co- 
parcenary consists of only one male member and one or more female members. 
The income from ansestral property of a Hindu (governed by any school of law) 
with no son but with a wife and/or daughters is to be assessed as the income of 
an individual. It would be inconsistent with the interpretation of the law of the 
Mitakshara to hold that property which a man has obtained from his father 
belongs to a Hindu undivided family by reason of his having a wife and/or 
daughter. Indeed since under the Dayabhaga Law a son has no greater right in 
his father’s property than of maintenance during his minority and the father is 
the absolute owner of property devolving upon him, even the existence of a 
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son will not make the income of the property in the father’s hands the income 
of an undivided family.” 

The notion of a “Hindu undivided family” and that of a “Hindu' 
co-parcener” should not be mixed up for the purpose of the Indian Income-tax 
Act. The unit of assessment under the Income-tax Act is the Hindu undivided 
family of which a female can be a member. A Hindu female cannot be a 
co-parcener under Hindu law. but the Indian Income-tax Act is not concerned 
with the Hindu co-parcenary. Where there is no Karta in a Hindu undivided 
family or where the male members are all minors and there is no one who can 
act as Karta, or where there are no males at all, there is no legal bar to a female 
acting as ‘manager’ representing the Hindu undivided family for the purposes 
of assessment to income-tax. Again, for the purposes of assessment to 
income-tax of the unit of a Hindu undivided family consisting only of the 
mother and her minor sons, there is no legal bar to the mother representing the 
family as ‘manager’. [I. T. R., Vol. 38 (1960), page 316] [Calcutta High Court 
decision] 

A joint Hindu family springs from a Hindu male and every Hindu male 
can be the stock of a fresh descent constituting a joint Hindu family or a Hindu 
co-parcenary. Where, from a Hindu male a joint Hindu family springs into 
existence, this family goes on having its different branches and sub-branches. Each 
branch starts with the male descendant of the common ancestor and each sub- 
branch with the male descendant of the head of the branch. While the entire 
group proceeding from the common ancestor with its several branches and 
sub-branches in the normal undivided state is a Hindu joint family, each of the 
branches and each of the sub-branches again is a Hindu joint family according 
to the concept of a joint family under the Hindu law. It is, therefore, possible 
for a main Hindu undivided family to be composed of a large number of branch 
families, each of the branches itself being a Hindu joint family and so also the 
sub-branches of those branches. 

Where a Hindu joint family consists of branch families, each of the branch 
families may possess property which constitutes the joint family property 
of that branch alone and in which the other branches or the main Hindu family 
as such have no right or interest. The simaller joint family can have a legal 
existence and is capable of holding property of its own as distinct from the 
property of the main family while the main family remains intact. While 
the main family may possess property which belongs to the entire family or in 
other words, belongs to the hotchpotch of the main family, each of the smaller 
joint families existing within the main family may possess property which belongs to 
its own hotchpotch. 

Under the Hindu law any member of a joint family can throw his self- 
acquired property in the hotchpotch of the family to which he belongs and thus 
make it the joint family property of the said family. A member of the smaller 
joint family can, therefore, impress his self-acquired property with the character 
of the joint family property of the smaller family to which he belongs. He is no 
doubt also a member of the main joint family and he can, if he so chooses, throw 
his self-acquired property in the hotchpotch of the main family also. But that 
will be a matter of his volition. There is nothing in Hindu law or in the 
concept of a joint family under the Hindu law which prevents him from 
throwing his property in the hotchpotch of the smaller unit to which he belongs 
while the larger unit remains intact. The throwing of property into the comon 
hotchpotch of the joint family is possible even if the family hotchpotch is empty 
i,e., even if there is no nucleus of the family, 
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§ 3] 

The assessee (Sri M. M. Khanna) was a member of a Hindu undivided family 
consisting of his father, his younger brothers and the children of himself 
and his brothers and other female members. He made a declaration whereby 
he threw the separate and self-required property which he possessed into the joint 
family hotchpotch of the smaller joint family consisting of himself, his wife, son 
and two daughters, to be held by him thereafter as Karta of the smaller family. 
Before making the declaration he had not declared his intention to separate from 
the main joint family of which his father was the Karta. 

It was held under the circumstances by the Hon’ble Bombay High Court 
(i.) there was no legal obstruction whatsoever in the way of the assessee, 
giving away his self-acquired property not to the entire main family but to the 
smaller family consisting of himself, his wife and children ; (ii) that the 
smaller family was an assessable unit capable of holding property as belong- 
mg to it and the circumstance that it was also a branch of another larger 
assessable unit did not in any way affect it from being an assessable unit 
itself. It was not necessary in order that the smaller family could be an 
assessable unit the larger family should have been completely disrupted by 
a partition ; (iii) that, therefore, the income from the property thrown into 
the hotchpotch of the smaller family could not be assessed as the income 
of the assessee. [I. T. R., Vol. 49 (1963), page 232] 

It is ii( * settled that a Hindu undivided family cannot as such enter 
into a contract of partnership with another person or persons. The Karta of the 
Hindu undivided family, however, may and frequently docs enter into partner- 
ship with outsiders on behalf and for the benefit of his joint family. But when he 
does so, the other members of the family do not vis-a-\is the outsiders, become 
partners in the firm. They cannot interfere in the management of the firm or claim 
any account of the partnership business or exercise any of the rights of a 
partner. So far as the outsiders arc concerned, it is the Karta who alone is, and 
is in law recognised as, the partner. Whether in entering into a partnership with 
outsiders the Karta acted in his individual capacity and for his own benefit 
J 1C ^ s° as representing his joint farm'y and for its benefit is a question 
of fact. If for the purpose of contributing his share of the capital in the 
firm the Karta brought in monies out of the till of the Hindu undivided family, 
r 1 ] regarded as having entered into the partnership for the benefit 

ot the Hindu undivided family and as between him and the other members, of his 
family, he would be accountable for all profits received by him as his share 
out of the partnership profits and such profits would be assessable as income 
in the hands of the Hindu undivided family. 

Vis-a-vis a company the managing director is undoubtedly the individual 
person who is appointed as such. The company is not concerned with the 
managing director’s Hindu undivided family or the members thereof, just as the 
outside partners knows only the Karla in his individual capacity as their 
.partner and are not concerned with his Hindu undivided family or its members. 
The question whether the amount received by the Karta by way of managing 
director s remuneration in the one case or as his share of profits in the 
partnership business in the other case is his personal income or is the income of 
his Hindu undivided family cannot arise as between the company and the Karta 
a* the managing director or between the outside partners and the Karta as 
a partner. Neither the company nor the outside partners, as the case may be, 
is or are interested in such a question. Such question can arise only as between 
the Karta and the members of his family and the answer to the question will depend 
on whether the remuneration or profit was earned with the help of joint family 
assets. (I. T. R., Vol. 37 (1959), page 123] [Supreme Court decision] 
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In 1934 the Karta of a Hindu undivided family acquired 90 out of 
300 shares in a transport company with the funds of the family. There 
were initially four shareholders including the Karta and two of them were 
directors. On the death of one of them in 1941 , the Karta became 
a director of the company. On the death of another, who was managing 
the business of the company, he became the managing director of the com- 
pany in 1942. All the relevant period he was entitled to a salary and a 
commission on the net profits of the company. The managing director 
had control over the financial and administrative affairs of the company 
and the only qualification under its articles of association was the quali- 
fication of a director. Viz., the holding of not less than 25 shares in his 
own right. The question was whether the managing director’s remuneration 
and commission and sitting fees received by the Karta were assessable as 
the income of the family : 

It was held by the Hon'blc Supreme Court that the shares were 
acquired by the family not with the object that the Karta should become 
the managing director but in the ordinary course of investment and there 
was no real connection between the investment of joint family funds in 
the purchase of the shares and the appointment of the Karta as managing 
director of the company. The remuneration of the managing diiector was 
not earned by detriment to the joint family assets. The amounts received 
by the Karta as managing director's remuneration, commission and sitting 
fees were not assessable as the income of the Hindu undivided family. 
[I. T. R., Vol. 68 (1968) page 221] 

V, who was the Karta of a Hindu undivided family, was a partner 
of a firm. His contribution to the capital of the firm belonged to the 
family. Interest was payable on the capital contributed by each partner. 
Under clause (7) of the deed of partnership the general management and 
supervision of the partnership business was to be in the hands of V. under 
clause (16) he was to be paid a monthly remuneration out of the gross 
earnings of the partnership business. I he question was whether the salary 
received by V was assessable in the hands of the Hindu undivided family. 
It was found that V was in the partnership as representing the family 
and he became a partner on account of the investments of the joint family 
assets in the capital of the partnership and that the remuneration received 
by V was only an increased share of the profits paid to him as represen- 
ting the family : 

It was held by the majority of the Judges of the Hon'ble Supreme 
Court by WANCHOO C. J. BACH A WAT, RAMASWAMT and MITTER 
JJ. (HEGDE J. dissenting) that the remuneration paid by the firm to V 
was directly related to the investment in the partnership business from the 
assets of the family. There was real and sufficient connection between the 
investment from the joint family funds and the remuneration paid to V. 
the Salary paid to V was, therefore, assessable as the income of the Hindu 
undivided family. [I. T. R., Vol. 68 (1968) page 365]. 

Basis of Taxation— For income-tax purposes, a Hindu undivided family 
is treated as a separate entity and no account is taken of how that income 
is distributed amongst the individual members when such individual members 
are assessed to income-tax in respect of their separate income. A member of a 
Hindu undivided family cannot be called upon, in his individual capacity, to 
pay any further tax in respect of his share of income or to pay a higher rate 
of tax by including his share of the family income in his own total income. 
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This applies even in cases where the amount of the income of the family is below the 
taxable limit and, therefore, not liable to taxation in the hands of the manager of 
the family. Conversely, a member of an undivided Hindu family cannot 
claim a refund of tax on the ground that his own total income including his share 
of the family income entitles his to a lower rate of taxation than the family. 

The minimum exemption limit for income-tax is Rs. 7,000 for a Hindu 
undivided family having at least 2 members of more than 18 years of age. neither 
of whom is a lineal descendant of the other. 

Whether the present-day facts correspond to the law or not, the law assumes 
that the normal status of a Hindu undivided family is one of jointness in residence 
and estate. The law also presumes that the property once joint continues 
as such until the contrary is proved by a member of the family who claims 
any advantage for the purpose of tax. If at the time oi assessment it i> claimed 
by a member that a partition has taken place among the members of the family 
the Income-tax Officer shall enquire thereinto and, if he is satisfied, shall 
assess the total income of the family up to the date of partition. Each member 
shall then, in addition to any income-tax foi which he may separately be liable, 
be called upon to pay his share of the tax so assessed according to the portion of 
the family property allotted to him. 

(Regarding Residence — see Chapter V § ^ 2 & 3) 

Illustration 3 

Ajit, Anil and Atul (ail major and unmarried) are members ol a Hindu 
undivided family having income from house properties amounting to Rs. 18,000 
(for income-tax purposes) during the year ended 3 1st March, 1970. Ajit 
works in office at a salary of Rs. 600 per month. Anil has a book-shop, income 
from which during the year ended 31st March, 1970 amounted to Rs. 1,200. 
Atul has no other source of income. Ca 1 ulate the amount of tax pajuble by the 
family and the brothers. 


ANSWER 


Income-tax payab'c by the family 


Income from House Properties 

Rs. 

18 000 

Total Income 

Rs. 

18.000 

Income-tax payable on Rs. 18,000 at the rates 
ruling in the Assessment year 1970-71 



Rs. 15,000 Rs. 1,600 

3,000 @23% 690 

Rs. 

2,290 

Less : Family Allowance 


200 

Special Surcharge @10% of Rs. 2,090 

Rs. 

2,090 

209 

Total amount payable by the Family 

Rs. 

2,299 



40 


INCOME-TAX LAW AND PRACTICE IN INDIA 


(Chap. VF 


Income-tax payable by Ajit on “Salary” of 

Rs. 7,200 at the rates ruling in the Assessment year 1970-71. 


Rs. 5,000 @ 10% 


Rs. 250 


2,200 

220 

Rs. 

470 

Less : Personal Allowance 



125 

Special Surcharge (a* 10 ° w of 

Rs. 345 (Rounded off) 

Rs. 

345 

35 

Total amount payable by Ajit 


Rs. 

380 


Income-tax payable by Anil will be NIL as his total income is below the 
taxable limit of Rs. 4.000 

Income-tax payable by Atul will be NIL as he has no other source of 
income. 


Illustration 4. 

Bibhuti, Bimal and Biren, major brothers of a Hindu undivided 
family, work in different offices at monthly salaries of Rs. 950, Rs. 575 and 
Rs. 225 respectively. Their income from ancestral house properties during 
the year ended 31st March. 1970 amounted to Rs. 5,600 for income-tax pur- 
poses. Calculate the amount of tax payable by the family and the brothers. 
Bibhuti is married having two children, dim d is married having one child. 
Biren is unmarried. 


ANSWER 

Income-tax payable by the family for the Assessment year 1970-71 will be 
NIL as the income from the ancestral properties is below the taxable limit of 
Rs. 7,000. 


Income-tax payable by Bibhuti on “Salary” of 

Rs. 11,400 at the rate ruling on the Assessment year 1970-71. 


Rs. 10,000 

Rs. 750 


1,400 <§> 17% 

238 Rs. 

988 

Less : Family Allowance 


240 

Rs. 

Special Surcharge @ 10% of Rs. 748 (Rounded off) 

748 

75 

Total amount payable by Bibhuti 

Rs. 

823 
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Income-tax payable by Bimal on “Salary” of 

Rs. 6,900 at the rates ruling in the Assessment year 1970-71. 


Rs. 5,000 Rs. 250 

1,900 (it) 10% 190 

Rs. 

440 

Less : Family Allowance 


220 


Rs. 

220 

Special Surcharge 10% of Rs. 220 


22 

Total amount payable by Bimal 

Rs. 

242 


Income-tax payable by B ire n will be NIL as his total income for the 
yeai ended 31st March, 1970, i.e., Rs. 2,700 is below the taxable limit of 
Rs. 4,000. 

Rcvisional Problems — Questions No. 10 and 52 


§ 4. Company — Under the income-tax Act, a “company” means (a) 
any Indian c' 1 iq , , as defined in the Indian Companies Act, 1956, the registered 

oflicc of which is situated in India or (b) any Association whether incor- 
porated or not and whether Indian or non-Indian which is declared by general 
or special order of the Central Board of Direct Taxes to be a company for 
the purposes of the \ct. 

The word “company” has been used in the Income-tax Act in a much wider 
sense and includes any foreign association like the French Societies Anonyms 
which have many characteristics in common with the companies recognised 
by the Indian Law. The rules about incorporation of companies outside India 
may differ, but if a company has beci duly registered in accordance with 
the laws of the country, it is a “company” for the purposes of the Income-tax 
Act, no matter what the motives of registration were. A company in liqui- 
dation is a “company” within the meaning of the Income-tax Act and the Revenue 
Authorities can call upon the liquidator to submit a return of income and 
to pay the amount of tax due. 

For income-tax purposes, a distinction has been made between the com- 
panies in which the public are substantially interested (i.e., public companies) 
and the companies in which the public are not substantially interested (i.e. 
controlled companies). The former will include the following : — (a) Companies 
owned by the Government or at least 40% of the shares are held by the Govern- 
ment ; (b) Companies in which Equity shares carrying not less than 50% 
of the voting power was beneficially held throughout the relevant accounting 
year by the Government or by a Corporation established by a Central, State or 
Provincial Act or by the public and such shares were bought and sold in any recog- 
nised Stock Exchange and were freely transferable among the public and the affairs 
of the company were not controlled by five or lesser number of persons. 
[Section 2 (18)]. 

In the case of “Controlled Companies”, Section 109 provides for a 
compulsory distribution of profits after payment of normal income-tax to the 
extent of 90% in the case of investment companies, and 60% in the case of 
other companies. Non-distribution of the statutory percentages will render 

I— 6 
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the companies to an additional income-tax to the extent of 50% of the 
distributable income less the amount actually distributed as dividends in the case 
of investment companies and to the extent of 37% of the distributable income 
less the amount actually distributed as dividends in the case of trading companies 
and 25% in the case of other companies. (Section 104). 

The Income-tax Officer, in considering whether the payment of a dividend 
or a larger dividend than that declared by a company would be unreasonable 
within the meaning of Section 23A (old section) of the Indian Income-tax 
Act, 1922, does not assess any income to tax. He only does what the direc- 
tors should have done putting himself in their place. Though the object 
of the Section is to prevent evasion of tax, the provision must be worked 
not from the standpoint of the tax-collector but from that of a businessman. 
The reasonableness or unreasonableness of the amount distributed as dividends 
is judged by business considerations, such as the previous losses, the present 
profits, the availability of surplus money and the reasonable requirements 
of the future and similar ethers. The Income-tax Officer must take an overall 
picture of the financial position of the business. He should put himself in 
the position of a prudent businessman or the director of a company and 
deal with the problem with a sympathetic and objective appraoch. 

In deciding whether tiic payment of a dividend or a larger dividend 
than that declared by the company would be unreasonable, the Income-tax 
Officer can take into consideration circumstances other than losses and 
smallness of profit. The statute, by the words used, while making sine 
that “losses and smallness of piofits’ are never lost sight of, requires all 
matters relevant to the question of unreasonableness to be considered. 
Capital losses, if established, would be one of them. 

The words “smallness of profit” in Section 23A (old section) refer to 
actual accounting profits and not the assessable profits of the year. In arri- 
ving at the assessable profits the Income-tax Officer may disallow many 
expenses actually incurred by the asscssce ; and in computing his income, 
he may include many items on notional basis. But the commercial or 
accounting profits are the actual profits earned by the asscssce calculated on 
commercial principles. 

Where the Inco me-tax Officer takes actio n under Section 23A (old 
section) before the tax for the lclevant period is assessed, only the esti- 
mated tax can be deducted in ascertaining the profits available for dis- 
tribution ; but if the tax has already been assessed before lie takes action 
under that section the actual tax assessed on tiic income of the company 
and not the estimated tax or the tax shown in the Balance Sheet should 
be taken into account. 

Though the Balance-Sheet of the company is not final for the purpose 
of Section 23A (old section) it affords a prima facie proof of the financial 
position of the company on the date when the dividend was declared. But 
nothing prevents the parties from establishing by cogent evidence that certain 
items were, either by mistake or by design, inflated or deflated or that 
there were some omissions. Nor is the company precluded from proving 
that the estimate in regard to certain items has turned out to be wrong 
and placing the actual figures before the Income-tax Officer. [I. T. R. Vol 
57 (1965), page 176] [Supreme Court decisior]. 

“Domestic Company” [(Section 80B(2)] means an Indian company or 
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any non-Indian company which has made the prescribed arrangements for the 
declaration and payment of dividends within India. 

“Industrial Company” (Finance Act, 1970) means a company which is 
mainly engaged in the business of generation or distribution of electricity or 
any other form of power or in the construction of ships or in the manufacture 
or processing of goods or in mining, income wherefrom is more than 51% 
of its total income. 

“Investment Company” (Section 109) means a company whose total income 
consists mainly of “Interest on Securities”, “Income Irom House Property”, 
“Capital Gains” and “Income from other Sources.” 

“Trading Company” (Section 109) meais a company whose business 
consists mainly in dealing in goods or merchandise manufactured, produced, 
processed by a person other than that company, me* me wherefrom is more 
than 51 % of its total income. 

With effect from the assessment yeai 1960-61, the company and its 
shareholders are treated as two different entities for all purposes With effect 
from the assessment year 1965-66, the company is assessed in iespcct of its entire 
taxable profits at a flat rate of income-tax. The company deducts income-tax 
at prescribed rates from the amount of dividend at the time of payment. The 
company th iu deposits the amount of tax deducted with the government 
within seven days anu issues tax deduction certificates to the shareholders who 
in their turn deposit the tax deduction certificates along with their returns of in- 
come. They arc liable to pay income-tax on the bus's of their total income 
including dividend. T-ey will ol course get credit for the amount of tax 
deducted at source on the basis of the tax deduction certificates. 

Revisional Problems — Questions No. 29 and 39 

(Regarding Residence — see Chapter V § § 2 &3) 

§ 5. A Local Authority is defined as “a Municipal Committee, District 
Board, Body of Port Oommissieneis or other Authority legally entitled to or 
entrusted by the Government with the control or management of a Municipal or 
Loral Fund”. It includes Improvement Trusts, Inland Navigation Boards, 
Water Boards, etc. There cannot be any “Local Authority” outside India within 
the meaning of the Income-tax Act. 

Income arising from a trade or business carried on by any Local Authority 
outside its territorial jurisdiction in respect of the supply of a commodity or 
service is liable to income-tax at the prescribed intc. Income from supplying gas, 
electricity, water, etc. to other Municipalities is taxable, subject to a fair 
allowance in respect of general supervision and possibly of loan charges, if any. 

Bombay Municipal Corporation supplied water outside the city to 
Government and other persons from the Municipal Water Works situated outside 
the city on property belonging to the Corporation and the supply was metered 
at the waterworks. It was held that in supplying water to Government and 
other persons outside the limits of the city, the Corporation was carrying on a 
trade or business and as the income arose from the supply of a commodity or 
service outside its own territorial jurisdiction, it was liable to tax. 

§ 6. Firm— The Indian Income-tax Act adopts the definitions of “Firm”. 
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“Partner” and “Partnership” given in the Indian Partnership Act, 1932 which 
are as follows : 

“Partnership is the relation between persons who have agreed to share the 
profit of a business carried on by all or any of them acting for all. Persons who 
have entered into partnership with one another are called individually “partners”, 
collectively ‘a Firm' and the name under which their business is carried on is called 
the ‘Firm name’.“ 

Under the Indian Partnership Act, a minor cannot be a member of a firm 
though he may be admitted, with the consent of all other partners, to the 
benefits of the partnership. The Income-tax Act provides that the expression 
“Partner” should include any person who being a minor, has been admitted to 
the benefits of the partnership. 

The following sections of the Indian Partnership Act should also be studied 
in this connection : 

“Section 5. The relation of Partnership arises from contract and not from 
status ; and. in particular, the members of a Hindu undivided family carrying 
on a family business as such as a Burmese Buddhist husband and wife carrying 
on business as such are not partners in such business. ” 

“Section 6. In determining whether a group of persons is or is not a 
firm or whether a person is or is not a partner in a firm regard shall be had to the 
real relation between the parties, as shown by all the relevant facts taken 
together.” 

“Explanation 1. — The sharing of profits or of gross returns arising from pro- 
perty by persons holding a joint or common interest in that property docs not of 
itself make persons partners.” 

“Explanation 2 — The receipt by a person of a share of the profits of a 
business, or of a payment contingent upon the earning of profits or varying with 
the profits earned by a business, does not of itself make him a partner with the 
persons carrying on the business, and, in particular, the receipt of such share or 
payment — (a) by a lender of money to persons engaged or about to engage in 
any business, (b) by a servant or agent as remuneration, (c) by the widow or child 
of a deceased partner as annuity or, (d) by a previous owner or part owner 
of the business consideration for the sale of the goodwill or share thereof, 
does not of itself make the receiver a partner with the persons carrying 
on the business.” 

From a strict legal point of view, a firm is not a legal entity, but for 
income-tax purpose it is a distinct unit notwithstanding the fact that the 
partners may also be separately assessed. It should be noted that a firm cannot 
legally be a partner in another firm, that no partnership can legally be constituted 
between a Hindu undivided family and a firm and that a partnership cannot be 
formed between the Karta of Hindu undivided family in his individual 
capacity and the family. Although a firm as such cannot enter into a contract 
of partnership because it is not legal entity, there is nothing wrong to bar the in- 
dividual members of a firm from entering into partnership with other indi- 
viduals or with the partners of another firm, the contract entered into by 
the partnership must be regarded as the contract entered into on behalf of all the 
partners, and that the partner firm is entitled to have its share of loss in the 
bigger partnership, set off against its profits. 

(Regarding Residency— see Chapter V § § 2 & 3) 
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For income-tax purposes, firms are divided into two categories — registered 
and unregistered. The main difference in their treatment is that the resident partners 
of a registered firm are assessed directly in respect of their shares of in- 
come. An unregistered firm, on the other hand, is assessed like an indivi- 
dual and the partners are not entitled to claim refunds where their indivi- 
dual rate of tax is lower than that of the firm, nor are the partners taxed 
a second time in respect of their shares of the profits of firm, but their 
shares arc included in their total income for determining the rate of tax at which 
they should be taxed on their other income. If, however, an unregistered 
firm as such pays no tax on the ground that its total income is below the taxable 
limit, the partners are liable to pay tax on their proportionate shares along with 
the tax on their other income. 

For the first time in 1956-57 registered firms become liable to pay income- 
tax if their income was more than Rs. 40,000. The limit was reduced 
to Ps. 10,000 from the assessment year 1970-71. The amount of income-tax 
payable should be allocated to the partners in proportion to their shares in 
the accounting period. 

(a) Registration of firms (Sections 184 to J86 and Rules 22 to 25)- 

An application for registration should be made in the prescribed form available 
from the income-tax office and must be signed by all the partners. The applica- 
tion, acco” . oy an instrument of partnership in duplicate, specifying the 

individu. 1 shares ut the partners, should be submitted before the close of the 
firm’s accounting period. When an application is submitted, the Income-tax 
Officer shall enquire into the genuineness of the firm. If there be any evidence, 
diicct or circumstantial, showing the bogus nature of a so-called instrument of 
partnership, the Income-tax Officer may refuse rcgislurtion of the firm in 
question. Where a partnership consists of a firm and some individuals and the 
deed of partnership, while mentioning the proportion in which the profits and 
losses are to be shared between the firm and the other partners respectively, does 
not specify the shares of the partners of the firm which is a member of the partner- 
ship, the partnership cannot be registered. When a partner dies and after- 
wards an application for registration i-. made without disclosing the facts of 
the death of the deceased partner, registration may be refused by the Income- 
tax Officer. 

When the Tncome-tax Officer is satisfied as to the genuineness of the 
instrument of partnership, he shall endorse the original with a certificate 
to the effect that the registration has been allowed and return the deed to the asses- 
see, the duplicate being retained as part of the assessec’s record. Registra- 
tion once granted, is valid up to the end of the financial year in which it is 
allowed, but can be renewed each year by the Income-tax Officer on an applica- 
tion in the prescribed form accompanied by the certificate signed by all the 
partners to the effect that the constitution of the firm has not been changed. 
Tn the event of the constitution being changed, a fresh partnership deed should 
be submitted. Registration may be cancelled by the Tncome-tax Officer if the 
return of income of the firm is not submitted or evidence called by him 
is not furnished. 

When a firm makes an application under Section 26A (old section) of the 
Act for registration, the Tncome-tax Officer can reject the same if he comes to the 
conclusion that the partnership is not genuine or the instrument of partnership 
docs not specify correctly the individual shares of the partners. But once he 
comes to the conclusion that the partnership is genuine and a valid one, he 
cannot refuse registration on the ground that one of the partner is a benamidar 
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of another. If the partnership is genuine and legal, the share given to the 
bcnamidar wili be the correct specification of his individual share in the 
partnership. The beneficial interest in the income partaining to the share of 
the said benamidar ma\ have relevance to the matter of assessment, but 
none in regard to the question of registration. His benami character docs not 
affect the bcmmidai's capacity as partner or his relationship, with the other 
members of the partneiship. If a partner is only a binamidar for another 
it can only mean that he is accountable to t he real owner for the profits 
earned by him from and out of the partnership. Therefore, a bcnamidar 
is a mere trustee of the teal ow net and he has no bencficiil interest in the 
property or the business of the real owner. But in 1 uv, just as in the case 
of a trustee, he can also entei into a partnership with others. The benami- 
dar of a partner, qua the othci paitners, lias separate and real existence; 
he is governed by the teiins of the paitnership deed; his rights and lia- 
bilities are governed by the tc of the contract and by the provisions 
of the Partnership Act ; ins liability to third parties for the act of the parl- 
nuship is co-equal with that of the other partners ; the other partners 
have no concern with the real owicr, they can only Isok to him for en- 
forcing their rights or dis;iuig>ng their obligations under the partnership 
deed. Any internal ariangemcnt between him and another partner is not 
governed by the terms of the paitnership ; that arrangement operates 
only on the profits accruing to the benamidar ; it is outside the 
partnership arrangement. If a benamidar possesses the legal character to 
enter into a partnership with another, the fact that he i-> accountable 
for his profits to, and has the right to be indemnified for his losses by. a 
1 bird party or even by one of the partners does not disgorge him of the said 
character. 


Different considerations may arise in a case where the partnership is 
only between two persons of v'hom one is benamidar of the other and in a 
case where the benamidar of one partner is taken as a partner with the consent 
of the other partners. [I. T. R , Vol. 55 (1965 1 ), page 652] [Supreme Court 
decision], 

A contract of partnership Ins no concern with the obligation of the 
partners to others in respect of them smres of profit in the partnership. 
It only regulates the rights aid liabdibes of the partner^. A partner may 
be the Karta of a joint Hindu fanvly ; he may be a trustee ; he miy enter i ito 
a sub-partnership with others ; he may, under an agreement, express or implied, 
be the representative of a group of persons ; he may be a benamidar for another. 
In all such cases he occupies a dual position. Qua the partnership, the functions 
in his personal capacity ; qua the third parties, in his representative capacity. 
The third parties, whom one of the partners represents, cannot enforce their 
rights against the other partners nor can the other partners do so against the 
said third parties. Their right is only to a share in the profits of their partner- 
representative in accordance with law or in accordance with the terms of the 
agreement, as the case may be. 

A divided member or some of the divided members of an erstwhile joint 
family can certainly enter into a partnership with third parties under some 
arrangement among the members of the divided family. Their shares in the 
partnership depend upon the terms of the partnership ; the shares of the members 
of the divided family in the interest of their representative in the partnership depends 
upon the terms of the partition deed. 

A and B, who were members of a Hindu undivided family, held 1\ as and 
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2£ as, shares in a Him, the family being beneficially interested in their share.,. 
On a partition in the family, the 10 as shaie, weie divided between the members 
of the family as follows A, 2 as , B, 1 a.ina 4 ps , C and D, minor sons 
of A, 1 anna each ; T , 2 as , 1 and G ,1 anna 4 ps cacn Theicafter a 
fresh paitnership deed was executed in v/I.icn A and B wcie again shown as having 
7£ as and as shaics in the firm i In, deed \vj , iegi icrcd undci Section 26A 
(old section) ol the Indian Income-tax \ct, 1922, loi the asse-sment yea's 
1952-53 to 1954-55 In then individual assessment / and B contended that they 
were liable to pay tax only on then respective shares shown in the partition 
deed and the Appellate lnbunal impJd then conAnli n Jhcieupon the Com- 
missionei, acting undci Section 33B (old seemii) caicelled the registra- 
tion on the giound that tne paitnership deed aid not »j e ify the correct shaic> 
ol A and B in the partnci&hip 

It was held by tne JHon'ble Supicnic Cua t tnat tne Jinn w.n entitled to be 
legisteied under Sc-l on 26/ k (old section) Ihe miu gnei ti A and B 
in the pailnciship iLod wcie e meet ace' rding U lie terns ol tne part- 
nciship deed althoig'i A a l ! B we.c i m,'bL t i tiie > vdu-. pet'inng 
to their ‘•haics to In- divined l « mbeis cite family 1 ne oailition n the 
lamily allotmg speufu shaics ti its members might base affcctcu tne account- 
ability of the tv o pa ihcis to lie ci' i j i.uibe r > ol the lamily, but did 
not afTcet in >i v w ly tne’i leliti n, > , im >n. omm i I’tnc.s qua t lie 
panne shn k i ,, c v dioily oi guium- es n tie p , tne hup Jneielo'c, 
t iic ( unmis .i 'ici \ is \ .o.ig in eaiKe'hng the icgntiaiion [I I R 
V ol P5 (1965), page 660J 

A pa'tnci dnp dee ■ > ,sl be e stiuc ' e, nabiy / > 1 n" a> tne pa.lner- 

sinp deed doe, not make i minoi lull pailnci tne deed cannot be rcgauled as in- 

valid on the giound ut.i the guaidian ha, puipmteu tc e mtiact on behalf ot 
the mi io it the e nt act i lot the puip ‘c c I admitting the inmoi to the benefits 
ol the paitim s,\io , gi t a li m c ' i a wept be icln > oi p 1 ineislup on belia.ll ot a 
minoi H I s p iw ei tc CiUtinisc t \ t- msonwnKi 'ie be icfits aie leceiveu 
by the mm i lie ho ii-othepo\s < > i- -pmce n. in ns on wmeh the benefits 
ot pmtneiship a>e be 1 g ml-iic. 1 i ne guudnm cm ui ,11 tint is neces- 
smy to clfe-tu >1 ' the - >nte nei i ml '.-e.pt cl tne benefits ol paitnciship A 
guai Jian is entitled to absent to tie moce ol keeping accounts. The du- 
i.Uion of a pailnci slip nas to be lived beiwccn the majoi members, and 

the guaidiai c n behilf I tie maio 1 may agiee to accept the benelits of the 

paitnciship c nly it tlic duialion is t > the be lc'ii ol the minoi A guardian may 
on b-hall ol a minoi sevc nis coimes ,c u wit 1 a lain i i which he is admitted to 
the benefits ol the p • iciship Whete a pii'iieiship is toi a definite pcuod and 
the deed enables the niembc s to ag ee to continue tne paitnciship beyond that 
pcuod, lie is also entitled to letusc to . ccq t tue bcrcj.ts ot paitnership or agree 
to accept benelits ot the pnlneisnip i i a i> urn 1 pcuod on teuns which aic 
in atcoid? 1 -c witii law 

It \<is held by tlic licm b'e Supi-m- ' it «. n die l.icts Unit the partneiship 
deed m tins case, icv nabiy vonsUued oily ec nleiicd benefits ol paitnership 
on tiie minors and did not i ilk- them It 1 p.ntnus Ihcir guaidian had agieed 
to certain clauses in order to effectuate me ccision ol tne majoi members to con- 
fer the benehts ot the paitncismp to tie minors Jhe Income-tax autho- 
uties ought not to have declined to icgistei the firm under Section 26A 
(old section) of the Indian I nci nie-tax Act, 1922, both lor the year coveted 
by the main deed and lor the next yeai a\tei the life of the paitnership 
was extended by a supplementary deed, [li ;T. k , Voi 57 (1965), page 
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An o'rder refusing to register a firm is appealable. An order for can- 
celation of registration shall not be passed unless 14 days’ notice has been served 
on the firm. 


(b) Assessment of registered firms (Section 182)— When the total 
income of a registered firm is computed, it should be allocated amongst the 
partners in proportion to their shares in the accounting year and included in 
their total income. In computing the total income of a firm (registered or 
unregistered), any allowance payable by it in respect of salary, commission, 
interest, or other remuneration to any of its partners should be excluded. 
Consequently, the word “Share” means a partner’s portion of the profit or loss, 
as the case may be, increased or decreased by any sums payable to him by the 
firm as salary, interest, commission or other remuneration. The partners arc 
then directly assessed in respect of their total income and the amount of tax is 
recovered from them. 

Business carried on by a firm is business carried on by the partners. 
Profit of the firm arc profits earned by all the partners in carrying on the 
business. The share of the partner is business income in his hands for 
the purpose of Section 10(1) (old section) of the Income-tax Act, 1922, and, 
being business income, expenditure necessary for the purpose of earning 
that income and appropriate allowances are deductible therefrom in deter- 
mining the taxable income of the partner. It was held by the Hon'blc 
Supreme Court, that the respondent, (.Ramiiklal Kothari) who was a partner 
in four firms but did not carry on any independent business, was entitled 
to deduct from his share of the profits from the firms amounts paid as 
salary and bonus to staff, expenses for maintenance and depreciation of 
motor cars and travelling expenses expended by him in earning the income 
from the firms. [1. T. R.. Vol. 74 (1969), page 57]. 

M, who was a partner in a registered firm (Firm A), entered into a sub-partner- 
ship (Firm B) with his two sons and a grandson from December 21. 1949. Clause 5 
of the deed of sub-partnership (Firm B) provided that the profits and losses 
of M in the registered firm (Firm A) shall belong to the sub-partnership (Firm B) 
and shall be borne and divided in accordance with the shares specified therein 
but that the capital with its assets and liabilities would belong to M exclu- 
sively. The sub-partnership was also registered. For the assessment years 
1952-53, 1953-54 and 1955-56, M’s share in Firm A was sought to be assessed in 
the individual assessment of M. 

It was held, by the Hon’ble Supreme Court (i) that as M’s share in the losses 
in the registered firm (Firm A) was also to be shared, the right to receive 
profits and pay losses became an asset of the sub-partnership (Firm B) 

(ii) that there was an overriding obligation in this case and the income of M 
in Firm A did not remain his income in spite of the sub-partnership ; 

(iii) that, therefore, M’s share of income from Firm A had to be included in 
the assessment of Firm B and not in M’s personal assessment ; (iv) that 
there was nothing in Section 23 (5) (a) (old section) of the Indian Income-tax 
Act, 1922, which prevented the income from Firm A being treated as the 
income of Firm B and Section 23 (5) (a) (old section) being applied 
again. 

A sub-partner has definite enforceable rights to claim a share in the profits 
accrued to or received by the partner in the original partnership. When 
a sub-partnership is entered into, the partner changes his character vis-a-vis 
the sub-partners and the income-tax authorities, although other partners in the 



INCOME-TAX LAW AND PRACTICE IN INDIA 


49 


§ 6 ] 

original partnership are not affected by the changes that may have taken 
place. In the case of a sub-partnership the sub-partnership creates a superior 
title and diverts the income from the main firm before it becomes the income of 
partner. In other words, the partner in the main firm receives the income 
not only on his behalf but on behalf of the partners of the sub-partnership. 

There is no warrant for the proposition that under Section 23(5) (a) 
(old section) only the partner of the registered firm can be assessed. The object 
of Section 23(5) (a) (old section) is not to assess the firm itself but to apportion the 
income among the various partners. After the income had been apportioned, the 
Income-tax Officer has to find whether it is the partner who is assessable or 
whether the income should be taken to be the real income of some other 
person. If it is the real income of another firm, it is that firm which is liable to be 
assessed under Section 23(5) (a) (old section). [I. T. R., Vol. 62(1966), 
page 323]. 

Tor the first time in 1956-57, registered firms became liable to pay income- 
tax if their income was more than Rs. 40.000. The limit was reduced to 
Rs. 10,000 from the assessment year 1970-71. With effect from the assessment 
year 1965-66, registered firms became liable to pay surcharge on income-tax 
at the rate of (1) 10% of the amount of income-tax payable by the firm if 
51% of its income is derived from any profession, and (2) 20% of the amount of 
income-tax payable by the firm in all other cases. A Special Surcharge at 
the rate of I»% ot the amount of income-tax and surcharge on income-tax was 
imposed m the assessment year 1966-67. With effect from the assessment 
year 1969-70 the amount of income-tax, surcharge on income-tax and special 
surcharge payable by the firm should be deducted from the total income 
of the firm and there lier the balance should be allocated to the partneis 
in proportion to their shares in the accounting period. To secure prompt 
payment of tax by a partner, registered firms have been empowered to retain out 
of their profits 30% of the share of each partner until such time as the partner 
pays the tax. 

A, B, C and D were the foui partner of a firm. A represented his Hindu 
undivided family and his share was 8 annas. The firm was registered under 
Section 26A (old section) of the Indian Income-tax, 1922, and for the assess- 
ment year 1944-45 to 1947-48 the assessments were made in accordance 
with Section 23(5)(a) (old section). The share of A from the income of the firm 
was added to the other n come of the family and the family w r as assessed to tax 
on its total income. 'I lie tax liability attributable to the share of A for these 
years was not satisfied. On October 3, 1962 the Income-tax Officer served on D 
demand notices for the tax attributable to A’s share remaining unpaid by A. D 
thereupon moved the High Court for a writ of certiorari quashing the notices of 
demand and for an order directing die Officer to w ilhdraw the notices. The High 
Court allowed D’s petition. On appeal to the Supreme Court, it was held, affirm- 
ing the decision ol the High Court, that the tax liability attributable to A’s 
share of income of the firm could not be recovered from D. Undoubtedly con- 
tractual obligations of a firm arc enforceable jointly and severally against 
the partners. But the liability to pay income-tax is statutory ; it does not 
arise out of any contract, and its incidence must be determined by the 
statute. If the statute which imposes liability has not made it enforceable 
jointly and severally against the partners, no such implication can arise mererly 
because contractual liabilities of a firm may be jointly and severally enforced 
against the partners. Where under the scheme op'ihc Act, tax is assessed 
individually against each partner and no ta / jc_Ts made payable by the firm, 
the principle of joint and sever^ liability/ under Section 44 (old section) 

1—7 
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has no application. There is nothing in Section 44 (old section) which sup- 
ports the contention that for payment of tax assessed against a partner 
of a registered firm under Section 23 (5) (a) (old section) another partner 
becomes liable jointly and severally with the first partner to pay tax. Where 
the assessment is made under Section 23 (5) (a) (old section) of a regis- 
tered firm and the income of each individual partner is assessed, the partners 
do not become jointly and severally liable to pay the aggregate amount of tax 
attributable to their various shares in their individual assessment [I. T. R., 
Vol. 66(1967), page 590]. 

Where there has been a change in the constitution of a firm or its has been 
newly constituted, the assessment should be made on the firm as it is constituted 
on the date of assessment and the partners who are entitled to receive the 
profits of the previous year should be assessed in respect of their proportionate 
share of profits. Consequently, the total income of the firm should be allocated 
amongst those who were partners in the previous year (i.e., the accounting 
year) in proportion to their shares in such previous year. If for any reason, 
tax thus assessed on any partner cannot be recovered from him, it shall be recover- 
ed from the firm as constituted at the time of making the assessment. 

In computing the total income of the firm, losses under one head can be 
set off against profits from any other head. In the event of a loss still remaining, 
it shall be apportioned among the partners who were entitled to share the 
profits and losses of the firm in the accounting year in the proportion in which 
they were entitled to share profits and losses and should, under no circumstances, 
be carried forward to be set off against the income of the firm itself in the 
following year. Where a previous partner has given up his share in a firm 
owing to a change in the constitution or is dead, only his successor by 
inheritance is entitled to carry forward losses allocated to him by the firm. No 
other person, including his successor in the firm, can claim to set off the loss against 
his income. 

In the case of a registered firm 'if full effect cannot be given to any 
depreciation allowance in any past year then the carried forward unabsorbed 
depreciation becomes depreciation of the current year in the hands of the 
partners. If one of such partners is carrying on no other business such part- 
ner can necessarily set off the unabsorbed depreciation against income 
under other heads. In the language of Section 10(2)(vi\ proviso (b) (old 
section), is implicit the intention of the legislature that effect can be given 
to a depreciation allowance in the assessment of a partner. In such a case 
setoff is permitted under Section 24(1) (old section) and recourse to Sec- 
tion 24(2) (old section) is unnecessary. In that view', even the condition 
prescribed in clause (ii) of sub-section (2) of Section 24, (old section) that 
the business, profession or vocation in which the loss was originally sustained 
should continue to be carried on, may also not be necessary because carry 
forward of depreciation is not covered by Section 24 (2) (old section) 
[I. T. R., Vol 75 (1970), page 1] [Delhi High Court decision]. 

(c) Assessment of unregistered firms (Section 183) — The method of assess- 
ment of an unregistered firm differs from that of a registered firm in 
that it is made on the firm direct in the same manner as an individual, on the 
total income and the amount of tax levied at the appropriate rate is recoverable 
from it direct. Each partner’s share (as explained previously) is then included 
in his total income for determining the rate of tax applicable to his other income, 
but he is not taxed a second time in respect of his share in the profits of the firm. 
If, however, the total income of the firm is below the taxable limit and no tax is 
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paid by it, then the partners will be liable to pay tax in respect of their propor- 
tionate shares. [Section 86(iii)] 


Where the total income of the partners is much higher than that of the firm, 
it is advantageous for the partners to keep the firm unregistered. In 
order to put an end to this practice, the Income-tax Officers are authorised to 
treat the firm as registered and make the assessment on the partners directly, if 
in his opinion the treatment as a registered firm would be to the benefit of the 
Government. The option is one-sided and while the firm cannot claim to be 
treated as registered except by registering itself, the Income-tax Officer can, 
at his option, treat it as registered if it would be more advantageous to the 
Revenue. 


In the case of an unregistered firm, losses can be set off only against the 
profits of the firm. In the event of a business loss still remaining, it shall be carried 
forward to be set off against the business income of the firm itself in the 
following year. In the case of an unregistered fum, treated by the Income- 
tax Officer as a registered one and assessed as such, losses can be carried forward 
and set off in the same manner as a registered firm. 

Illustration 5. 

f 

Debate am. Dhononjoy and Durgadas have been actively carrying on 
business in partnership as wholesale hardware dealers and sharing profits in 
the proportion of 7/15, 5/15, and 3/15 respectively. Net profit of the firm 
for the year ended 3 1st Maich, 1970 amounted to Rs. 30.000 after charging part- 
ner’s salary of Rs. t 800 (Dcbabrata Rs. 2.400 and Dhononjoy Rs. 2,400) 
and interest on capital of Rs. 5,200 (Dcbabrata Rs. 1.800, Dhononjoy Rs. 1.400 
and DurgadasjRs. 2,000). Compute the total income of the firm and allocate 
it amongst the partners. 

ANSWER 


Computation of total income of the firm for the year 
ended 31st March, 1970 


Profit allocated to partners : 


Debabrata Rs. 14,000 

Dhononjoy 10.000 

Durgadas 6,000 

Rs. 30.000 

Add : Salary paid to partners : 


Debabrata Rs. 2,400 

Dhononjoy 2,400 

4.800 

Interest paid to partners : 


Debabrata Rs. 1.800 

Dhononjoy 1 ,400 

Durgadas 2,000 

5,200 

Total income of the firm for income-tax purposes : 

Rs. 40,000 
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Allocation to Partners : 






Debabrata 

Dhononjoy 

Durgadas 


Total 

Salary 

Rs. 2,400 

Rs. 2,400 

Rs. — 

Rs. 

4,800 

Interest 

1,800 

1,400 

2,000 


5,200 

Balance 

14,000 

10,000 

6,000 


30,000 


Rs. 18,200 

Rs. 13,800 

Rs. 8,000 

Rs. 

40,000 


(For calculation of tax see Illustration 37) 

Illustration 6. v/ 

Amar, Bagaltrand Chandi are active partners in a firm, the net loss of 
which for the year ended 31st March, 1970 amounted to Rs. 6,000. The part- 
nership deed provided for payment of salaries of Rs. 5,000 to Amar and 
Rs. 4,000 to Bagala, and of interest on capital of Rs. 1,000 to Amar, Rs. 1,500 
to Bagala and Rs. 2,000 to Clundi, the balance of the profit or loss being divisible 
in the proportion of 10% to Amar, 10% to Bagala and 80% to Chandi. Compute 
the total income of the firm and allocate it amongst the partners. 

ANSWER 

Computation of total income of the firm for the year 
ended 31st March, 1970 

Net loss for the year allocated to the partneis : 


Amar 

Rs. 600 




Bagala 

600 




Chandi 

4,800 


Rs. 

6,000 

Salary paid to partners : 




Amar 

Rs. 5.000 




Bagala 

4,000 

Rs. 9,000 



Interest paid to partners : 




Amar 

Rs. 1,000 




Bagala 

1,500 




Chandi 

2,000 

4,500 


13,500 

Total income of the firm for income-tax purposes : 

Rs. 

7,500 

Allocation to Partners : 





Amar 

Bagala 

Chandi 


Total 

Salary Rs. 5,000 

Rs. 4,000 

Rs. — 

Rs. 

9,000 

Interest 1 ,000 

1,500 

2,000 


4,500 

Balance 600 Loss 

600 Loss 

4,800 Loss 


6,000 Loss 

Rs. 5,400 

Rs. 4,900 

Rs. 2,800 Loss 

Rs. 

7,500 


(For calculation of tax see Illustration 38) 

Illustration^ 

Diptish, Fatick and Hemanta are partners in a firm of cloth dealers, 
the net loss of which for the year ended 31st March, 1970 amounted to 
Rs. 20,000. The following amounts were passed through the Accounts — 
Salary paid to Diptish and Fatick Rs. 3,000 each ; interest on capital 
paid to Diptish Rs. 3,000 to Fatick Rs. 2,500 and to Hemanta Rs. 2,000. 
The balance of the Profit or Loss is divisible «n the proportion of Diptish 
50%, Fatick 35% and Hemanta 15 %. Compute the total income of the firm and 
allocate it amongst the partners. 
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ANSWER 

Computation of total income of the firm for the year 
ended 31st March, 1970 

Net loss for the year allocated to the partners : 



Diptish 

Rs, 

10,000 




Fatick 


7,000 




Hemanta 


3,000 


Rs. 20,000 

Less : 

Salary paid to partners : 






Diptish 

Rs. 

3,000 




Fatick 


3,000 Rs. 6,000 



Interest paid to partners 






nintish 

Rs. 

3.000 




Fatick 


2.500 




Hemanta 


2,000 

7,500 

13,500 

Total loss of the firm for income-tax 

purposes ; 


Rs. 6,500 

Allocation to Partners : 






Diptish 

Fatick 

Hemanta 

Total 

Salary 

Rs. 3,000 Rs. 

3,000 

Rs. 

— 

Rs. 6,000 

Interest, 3,000 

2,500 


2,000 

7,500 

BnlanCi 

C ^ 'M»0 Loss S N 

7,000 Loss 

3,000 Loss 

20,000 Loss 


Rs. 4,000 Loss Rs. 

1,500 Loss Rs. 

1,000 Loss 

Rs. 6,500 Loss 


(T or calculation of tax see Illustration 39) 


Illustration 8. 

lndu, Jiban a id Kali share profits in the proportion of £, ^ and \ respec- 
tively. Kali ceased to be a partner on the 1st October, 1969 and the other 
partners continued the business without changing their proportions of sharing 
profits. Net profit of the firm for the ; ear ended 31st March, 1970 amounted 
to Rs. 24,000 after charging salary of Rs. 3,600 to lndu, Rs. 3,000 to Jiban and 
Rs. 1,500 to Kali and interest on capital of Rs. 1,400 to lndu, Rs. 1,000 
to Jiban and Rs. 500 to Kali. Compute the total income of the firm and 
allocate it amongst the partners. 

ANSWER 

Computation of total income of the firm for the year 
ended 31st March, 1970 


Net profit for the year allocated to the partners : 


lndu 7/12 

Rs. 

14,000 


Jiban 7/24 


7,000 


Kaki 1/8 


3,000 

Rs. 24,000 

Add : Salary paid to partners : 




lndu 

Rs. 

3,600 


Jiban 


3,000 


Kali 


1,500 

8,100 

Interest paid to partners : 




lndu 

Rs. 

1,400 


Jiban 


1,000 


Kali 


500 

2,900 

Total income of the firm for income-tax purposes : 

Rs. 35,000 
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Allocation to Partners 

Indu— (1/2 of 1/2) 
plus (2/3 of 1/2) 
Jiban — (1/4 of 1/2) 
plus (1/3 of 1/2) 
Kali— (1/4 of 1/2) 



Profit 


Salary 

Interest 

Total 

Rs. 

14,000 

Rs. 

3.600 

Rs. 1,400 

Rs. 19,000 


7,000 


3,000 

1,000 

11,000 


3,000 


1.500 

500 

5,000 

Rs. 

24,000 

Rs. 

8,100 

Rs. 2,900 

Rs. 35,000 


(For calculation of tax see Illustration 40) 


Illustration ft. ^ 

Lakshmi, Manick and Narayan are active partners in a firm, the net 
profit of which for the year ended 31st March, 1970 amounted to Rs. 30,000. 
The partnership deed provides for payment of salaries of Rs. 6,000 to Lakshmi, 
Rs. 4,500 to Manick and interest on capital of Rs. 1,000 to Lakshmi, Rs. 1.500 to 
Manick and Rs. 2,000 to Narayan. the balance being divisible in the propor- 
tion of 20%, 20% and 60% respectively. Compute the total income of the 
firm and allocate it amongst the partners. 

ANSWER 

Computation of total income of the firm for the year 
ended 31st March, 1970 

Net profit for the year allocated to the partners : 


Lakshmi 


Rs. 6.000 




Manick 


6.000 




Narayan 


18,000 


Rs. 

30,000 

Add : Salary paid to partners: 





Lakshmi 


Rs. 6,000 




Manick 


# 4.500 



10,500 

Interest paid 
Lakshmi 

to partners 

Rs. 1.000 




Manick 


1,500 




Narayan 


2,000 



4,500 

Total of income of the firm for income-tax purposes : 


Rs. 

45,000 

Allocation to Partners : 






Profit 

Salary 

Interest 


Total 

Lakshmi Rs. 

6.000 

Rs. 6.000 Rs. 

1,000 

Rs. 

13,000 

Manick 

6,000 

4.500 

1,500 


12,000 

Narayan 

18,000 

— 

2,000 


20,000 

Rs. 

30,000 

Rs. 10,500 Rs. 

4,500 

Rs. 

45,000 


(For calculation of tax sec Illustration 41) 

Illustration^/ 

Santi, Suren and Sachin are active partners of Avenue Cloth Store, sharing 
profits in the ratio of 20%, 30% and 50% respectively. From the following 
particulars compute the total income of the firm ior the year ended 31st March, 
1970 and allocate it amongst the partners. 
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AVENUE CLOTH STORE 


To Salary paid to 

Santi Rs. 

Suren 

Sacliin 

„ 1 ntercst paid to 

Santi Rs. 

Suren 

Sachin 


Profit and Loss Account for the year ended 31st March, 1970 


6,000 

4,800 

3,000 Rs. 13.800 


2,000 

1,500 

1.200 


Commission paid to 
Santi 


4,700 

1,500 


By profil from 
sale of cloth 


Rs. 50,000 


Dividend on Rupee 
shares after deduc- 
tion of tax dv 20 % 4,000 

Profit from sale of 
“Shon-tcrm capi- 
tal assci” 15,000 


„ Net Profit allocated to : 

Santi 20% Rs. 13,800 
Suren 30% 20.700 

Sachin 50% 34,500 69,000 


Profit from sale of 
“Lour;- term capital 
a .set” comprising 
of Shares 20.000 


Rs. 89.000 


ID. 89.000 


ANSWER 

Computation of folai income of the firm for the year 
ended 31st -larch, 1970 

Allocation to Partners 

Sami Suren Sdchia 

Net Profit as per P. & L A/c. Rs. 69.000 

Less : Dividends to be con- 
sidered separately 4,000 

Rs. 65, Of,., 

Less : Profil from sale of “Short- 
term capital assci” to be 
considered separately i\000 


Rs. 50.000 

Less : Profit from sale of “long- 
tcim capital assets” com- 
prising of shaies to be 
considered separately 20 000 


Add : 


Cloth Business Profit Rs. 
Salaiy paid 
Interest paid 
Commission paid 

Cloth Business Pi ofil Rs. 
Rupee Dividends (Gross) 
See Note (2) 

Profit from sale of “Short- 
term capital asset” 


30.000 

13.800 

4.700 

1 ,500 

ID. <1,000 
6,000 
2,000 

1 .500 

Rs. 9.000 

4 800 
1,500 

Rs. 

15,000 

3.000 

1,200 

50,000 

4.000 

Rs. 15.500 
800 

Rs. 15,300 
1.200 

Rs. 

19,200 

2,000 

15,000 

3,000 

4,500 


7,500 


Carried over 


Rs. 69,000 Rs. 19,300 Rs. 21,000 Rs. 28,700 
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Santi Suren Sachin 

Brought forward Rs. 69,000 Rs. 19,300 Rs. 21,000 Rs. 28,700 
Profit from Sale of “Long- 
term capital asset” com- 
prising of Shares 5,250 1,050 1,575 2,625 

See Note (3) 

Total income Rs. 74,250 Rs. 20,350 Rs. 22,575 Rs. 31,325 

Tax deducted at — 

source Rs. 1,000 Rs. 200 Rs. 300 Rs. 500 


Notes. (1) The Gross Dividend lias been calculated as follows : 


Net Dividend Rs. 4,000 

= 4,000x100 

20 = Rs. 

1— Rate of tax 1— 80 

100 


(2) Rupee Dividends (Gross) 

Less : Exempted (Section SOL) 


(3) Profit arising from Sale of Long-term Capital asset 
Comprising of Shares (Section 80 T) 

Less: 100% of-Rs? 5,000 Rs. 5,000 

65% of 15,000 9,750 


- Rs. 5,000 


Rs. 

5,000 

- 

1,000 

Rs. 

4,000 

Rs. 

20,000 


14,750 

Rs. 

5,250 


Revisional Problems 

Questions Nos 11, 12, 13, 14, 24, 27, 28, 38, 41 and 47 

§ 7. Association of persons — The expression means associations or bodies 
of individuals, companies, firms and other bodies of individuals whether incorpo- 
rated or not, the common generic qualities being joint interest and the right 
to sue and the liability to be sued as an association. When the resources of a 
number of individuals are pooled together and one business is carried on 
by the combined resources, then the unit is assessed as an association of 
persons even if some of the individuals are minors and the business is carried on 
by their guardians. The expression includes Co-owners, Chambers of Com- 
merce, Clubs, Co-operative Societies, Mutual Benefit Societies, Mutual In- 
surance Companies etc. 

Where income is received by joint owners of an asset (immovable or 
movable), the question whether they should be assessed as separate individuals 
in respect of their respective shares in the income or as an association of persons 
in respect of the entire income depends on whether those persons have earned 
the income by reason of their association or have done any joint act in respect 
of the asset which has resulted in, or helped to produce, the income. The mere 
fact that they have received the income jointly is not sufficient to make them 
liable to be assessed as an assoication of persons. [I. T. R., Vol. 30 (1956), 
page 320]. [Bombay High Court decision] 
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Under the Mohammedan law, the death of an individual vests his estate 
in his heirs in definite and ascertained shares to be computed in accordance 
with the personal law governing them (Hanafi law or Shia law). The co-heirs 
ol a deceased Mohammedan are merely co-owners of a common estate, each with 
a specific, defined and ascertained share. Of course, these heirs take the pro- 
perty subject to various charges being paid out, like debts, funeral expenses, 
etc. It is now settled law that mere co-ownership is not sufficient to justify an 
assessment by the department, treating the co-owners as an association of 
persons. This co-ownership is not destroyed even if it so happens that the 
management of the joint undivided estate is entrusted to the care of a manager 
by a court or if the properties vest in cuslodici legis by reason of the appointment 
of the receiver. But there is nothing impracticable for co-owners or foi 
co-heirs to attract the charactciistics of an association of persons under 
the Indian Income-tax Act if the facts and circumstances of the case so warrant. 
An association of persons is a unit of assessment under the Indian Income-tax 
Act. The precise meaning of the expression has come up for consideration on 
several occasions before the courts. The word “association" indicates plainly 
the voluntary combination for a common endeavour and not a mere legal status 
resulting from operation of law. Co-owners, co-heirs or co-lcgatecs do not 
constitute such association in respect of the income of the joint or common 
asset by reason only of their jural relationship. But if they unite themselves with 
the objective of earning income, they constitute an association of persons 
for assessment pu; noses and they cannot take advantage of their legal position 
to resist assessment on that basis. The essential criterion that attracts the 
label of “association of persons'* in the Income-tax department is the unity of 
the income-making purpose rather than the unity of title in the income-yielding 
asset. [1. T. R., Vol 49 (1963), page 46]. [Madras Higli Court decision] 

The founder of a private temple died and his descendants, the assessces 
carried on the worship of the temple and divided the offerings made by persons 
visiting the temple in certain defined shares adopting the vara system. Under 
tliis system a certain number of days were allotted to each of them in turn 
corresponding to the shares held by them ;o officiate as purohits and appropiiatc 
the day's offerings to the deity. All of them officiated jointly as purohits on 
festival days and divided the totai offeiings of the day according to their shaies. 
The question being whether the as>e.ssccs should be assessed as “an association 
of persons’' in respect of the cnti r c income by way of offeiings or each of them 
should be assessed separately in respect of the share of the offerings received 
by him. It was held by the Hon'bic Gujrat High Court that even though the 
offerings were made to the temple by the public voluntarily and not in 
consequence of any effort on the part of the asscssees, as the asscssees looked 
after the temple and attended to the puja, etc. of the temple not with a purely 
spiritual motive but with the common object of collecting the offerings and 
sharing them, they acted with the common object of earning income and 
they formed an “association of persons" within the meaning of the Income- 
tax Act and should be assessed as such in respect of the total offerings 
received by them during the year including the offerings received by each 
of them separately on non-festival days. [I. I . R., Vol. 58 (1965), page 675]. 

An association of persons is assessed in the same manner as an individual 
on its total income and the amount of tax levied at the appropriate rate is 
recoverable for -the association direct. Members of an “association of 
persons" are exempt from tax a second time, in their hands, of their share 
of profits receivable by them if the profits have been taxed in the hands of 
the association. Their shares are of course included in their total income 
for determining the rate of tax at which they should be taxed in respect of 
1—8 
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their other income. Similarly, they cannot claim a refund where their 
individual rate of tax is lower than that of the association. Where, however, 
the association does not pay any tax on the ground that its total income is 
below the taxable limit, the members are liable to pay tax on their propor- 
tionate share along with the amount of tax payable in respect of their other 
income. [Section 86(v)j 

(Regarding Residence — see Chapter V § § 2 &3) 

(a) Co-owners — There was much conflict of judicial opinion as to 
whether co-owners of properties are to be assessed as association of individuals. 
The conflict has since been remedied and the law at the moment stands as 
follows : 

“Where property consisting of buildings or buildings and lands appur- 
tenant thereto is owned by two or more persons and their respective shares 
arc definite and ascertainable, such persons shall not in respect of such 
property be assessed as an association of persons but the share of each such 
person in the income from the property as computed in accordance with Sec- 
tion 22 to 25 shall be included in his total income”. (Section 26) 

(b) Chambers of Commerce, Trade Associations etc. — The income of a 
Chamber of Commerce, Trade Association from admission fees and annual 
subscriptions of members are not taxable. But if it performs any specific 
services for its members for remuneration, then it shall be deemed to carry 
on business in respect of those services and the profits and gains therefrom shall 
be liable to tax. 

The rules of a Stock Brokers’ Association provided a definite scheme 
for allowing members to employ authorised clerks and for the admission, 
registration, conduct, control and supervision of the authorised clerks for 
the benefits primarily of the members Who employed them and received from 
the members an annual fee of Rs. 100 for the admission of each authorised clerk. 
It was held, under the circumstances, that the income received by the asso- 
ciation by way of fees, was remuneration definitely related to specific services 
performed by the association for its members and as such assessable to 
income-tax. 

A Chamber of Commerce registered without the words “Limited" 
under Section 25 of the Companies Act, 1956 is assessable to income-tax at the 
rates applicable to a company. 

The assessee (Bcllary District Mine Owners’ Association Ltd.), an 
association formed to promote the interests of the mine owners of a district, 
entered into a contract with the State Trading Corporation of India for sale to 
the latter of 1,10,000 tons of iron ore. The contracted quantity was dis- 
tributed amongst such of the members of association who were holding 
licenses and who availed themselves of the contract, in proportion to the 
royalties paid by them, and the assessee collected from such members a sum 
of Re. I per ton of iron ore sold by them. The assessee claimed that the 
amount thus collected duri<g the accounting year viz., Rs. 86,859 was not 
assessable to income-tax. It was held by the Hon’ble Mysore High Court that 
as there was nothing to show that all the members of the association were 
entitled to, and did participate, in the contract, the sum of Re. 1 per ton 
collected from those who participated in the contract with remuneration 
received for performing specific services for its members within the meaning 
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of Section 10 (6) (old section) of the Indian Income-tax Act, 1922, and was 
assessable to income-tax as profits from business. 

A trade association is not the same thing as a trading association. A 
trade association means ail association of tradesmen or businessmen for the 
protection or advancement of their common interests. [I. T. R., Vol. 53 (1964), 
page 632] 

(c) Clubs — The income derived by a club or society from its members 
is not liable to tax. But income derived from persons other than members of 
the club in the shape of gate-money, sale of liquor etc., is liable to tax even if the 
surplus is not distributed amongst the members. Surplus arising from members’ 
club, whether incorporated or not, which merely provide social, sporting or other 
amenities to the members is not taxable. 

(cl) Co-operative Societies (Section 80P) : With effect from the assessment 
year 1968-69 the entire income of the following categories of Co-operative 
Societies lias been excluded from the computation of gross total income : 
(i) Societies carrying on the business of banking or providing credit facilities to 
its members, or carrying on a cotlage industry or the marketing of the 
agricultural produce of its member^ or the purchase of agricultural implements, 
seeds, live-stock or other articles intended for agriculture for the purpose of supply- 
ing tiiem to its i ■lumbers, or the processing, without the aid of power, of 
the agricuUuiai i luce of its members, (ii) Societies being primary societies, 
engaged in supplying milk raised by its members to a federal milk Co-operative 
•Society, (iii) In respect of any income derived by the Society from the letting 
of godowns or ware-houses for storage, processing or facilitating the marketing of 
commodities, (iv) In cspect of interest or dividends derived by the Society 
from its investments with any other Society, (v) In respect of interest on securities 
and income from House Properties in the case of Societies other than a Housing 
Society, an Urban Consumers’ Society or a Society carrying on transport busi- 
nes-, or a Society engaged in the performance of any manufacturing operations 
with the aid of power where the gross total income does not exceed Rs. 20,000. 

Dividends from Co-operative Societies (Section 80Q) : Dividends paid out 
of the exempted profits of Co-operative Societies should also be excluded from the 
computation of gross total income of the shareholders from the assessment year 
1968-69. 

(e) Mutual benefit Societies and Mutual Insurance Companies — The in- 
come of a mutual benefits society derived solely from interest on overdue 
subscriptions and on loans to its members is not taxable. But interest derived 
from Government Securities or other investments is assessable. The income 
of a mutual insurance company derived from its members is also exempt on 
this principle. But the companies carrying on business of dividing society 
insurance where shareholders and policyholders are not the same, are not 
mutual societies and as such their income is taxable. The law has since been 
amended and the income of a mutual insurance business is now liable to tax. (See 
Section 45 and First Schedule to the Act). 

§ 8. Artificial Juridical Person— Amar creates a trust comprising of 
house properties in favour of a “deity”. The “deity" will be the owner in such 
circumstances of .those properties. The income from such properties will be 
assessed in the hands of the “deity” as an artificial juridical person. The 
assessment will be made on the “shebait” as manager of the deity at the rates 
applicable to an “unmarried individual”. (Vide Chapter XVI § 1). 



CHAPTER VII 

HEADS OF INCOME— SALARIES (SECTIONS 15 to 17) 

§ 1. Income assessable under this head — The following categories of 
income are assessable as “Salaries” — salaries, wages, annuities, pensions, 
gratuities, fees, commissions, perquisites, and share of profit in lieu of salary. 
“Salary” signifies a consideration for services of a higher class, whereas 
“wage” is confined to the earnings of labourers and artisans. It connotes a rela- 
tionship of employer and employed, principal and agent or some similar 
relation. An “Annuity" is a yearly payment of a certain sum of money for life 
or for a stated number of years. It means yearly payments in the nature of in- 
come (i.e., annuities periodically paid by the employer) as distinguished from 
annual payments of a capital amount in yearly instalments which are apparently 
not taxable. Annuities payable by any one other than an employer (i e.. under a 
Will) arc assessable as “Income from Other Sources" and are not subject to deduc- 
tion of income-tax at source. "Pen .ion" is a compensation for past service, usually 
paid periodically. Commuted value of pension is, of course, not taxable. 
“Gratuity” also is paid in coma-aeration of past service, n-maHy paid in lump sum. 
“Fees" denote fluctuating payments depending on the wo’k tl-'nc as disiimvii bed 
from salaries which aic fixed in relation to a period of time, i 'ec.> paid to Covet p - 
ment pleaders are not salaries but professional earnings. “Commission" 
denotes payments being percentage on amounts involved. 

Honoraria or fees paid to Government servants by local bodies or 
private persons for professional work, wh- le of which in the first instance is credited 
to Government after which the whole or part is drawn under p'opcr sanction 
by the Government servant concerned, should be taxed as salary. Taey are 
obviously fees, commissions, or perquisites received in addition to vlnry. 
Rewards for passing examinalions are not liable to tax unless by the conditions 
of his employment the asscssee is compelled to pass the examinations. Such 
rewards granted to officials for passing compulsory examination are distin- 
guishable from grants made to assist candidates to meet the expenses for 
preparing for such examination. These tuition grants ate nut liable to tax 
even if they are paid to successful candidates only. The so-called “Rewards" 
paid to Military Officers and other ranks for passing compulsory language 
examination are all to be treated as tuition grants and net as rewards and, there- 
fore, are not liable to tax. 

Compensation receivable by an assessec from his employer or former em- 
ployer in connection with the termination of his employment or modification of 
the terms and conditions of employment is taxable as salary. A payment due 
to an employee from an unrecognised Provident Fund which represent the em- 
ployer’s contribution and interest thereon, is taxable as salary. But a payment 
due to an employee from a recognised Provident Fund or Super-annuation 
Fund is exempt from taxation. 

Death-cuin-retirement gratuity received under the pension rules of the 
Central Government, a State Government, a Local Authority or a Statutory 
Corporation or of the Defence Services are exempt from tax. This benefit 
of exemption from tax has also been extended to persons in private em- 
ployment to the extent of 15 months’ average salary or Rs. 24,000 which- 
ever is less. 

Under Departmental instructions, salary means the periodical payments 
made to the employee as remuneration for his services (i.e., basic salary). Any 
payments made to him by way of allowances or perquisites, or any payment 
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in the nature of amenity, benefit or bonus should not, therefore, be taken into 
consideration as “Salary” for the purpose of calculating the amount of exemp- 
tion. “Each year of completed service” means a period or periods of twelve 
months’ service rendered by the employee reckoned from the date on which he 
commenced service with his employer. “Three years” means three “Calender 
years” (commencing from the 1st day of January and ending on the 31st 
day of December) immediately preceding the “Calender year” in which the gra- 
tuity is paid to the employee. Rcvisional Problems— Questions No 8 and 9. 

S’s father was the treasurer of a bank until his death. After the death of 
the father. S was appointed treasurer of the bank at various branches on a 
monthly salary. Properties of the Hindu undivided family of which he was a 
member were furnished by him as security. Under the agreement between 
3 and the bank, S was to engage and employ all subordinate staff. He had the 
power to “control, dismiss and change” his staff at his pleasure but he 
corld not engage or transfer any member of the staff except with the approval 
of the bank and had to dismiss any sue’- member if so required by the managing 
director of the bank or the agent of the office. The members of the staff were 
to be paid salary directly by the bank within the scale laid down by it, anything 
in excess of the scale being payable by Hie treasurer. The treasurer was 
responsible for the acts and omissions of his representatives, whom he was 
entitled to appoint at the various branches with the approval of the bank, he in- 
demnified • ' „i k against any loss incurred as a result of any neglect or 
omissici' on their : art. The treasurer and his staff were under the control 
of the bank. 

The treasurer was also responsible for the correctness and genuineness of 
the hundics and cheques dealt with by the treasurer or tac staff ; for engaging 
'.he necessary staff to look after goods pledged with the bank, and for their good 
conduct; for enquiring into and reporting on the identity, credit and solvency 
of persons dealing with the bank ; for the correctness and genuineness 
of the bullion and othc r valuables pledged with the bank ; and for the safe 
custody of all monies, valuables and securities deposited or pledged with the bank. 
The agreement could be terminated by three calender months’ notice in 
wiiting by either side. In the event of any breach of any condition of the agree- 
ment by the treasurer, his services could be terminated forthwith ; but this liability 
was to continue. 

It was held by the Hon’ble Supreme Court (i) that, having regard to the 
patureofhis work and the control and supervisionof the bank over the treasurer, 
tire treasurer was a servant of the bank ; (ii) that, as there was nothing to 
show that S received any particular training at the expense of the family funds 
or that his appointment was the result of any outlay or expenditure of or 
detriment to the family property, the salary of S was not the income of 
the Hindu undivided family ; treasureship of the bank was an employment 
<f personal responsibility and ability and mere ability to furnish a substan- 
tial security was not the sole or even the main reason for appointment 
to such a responsible post ; (iii) that, therefore, the emoluments received 
by S were in the nature of salary and assessable under Section 7 (old 
section) of the Income-tax Act and not profits and gains of business under 
Section 10 (old section) : and salary was the income of the individual, S, 
and not the income of the Hindu undivided family. [I. T. R. Vol. 40(1960), 
page 17). 

Salaries payable out of Indian Revenues to Government employees in any 
part of India and salaries payable by a Local Authority, established in exercise 
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of the powers of the Central Government, are liable to tax. All servants of 
Government or such Local Authorities are, therefore, liable to pay tax on 
their salaries, if they are employed in any part of India and irrespective of their 
nationality. 

Leave salaries and pensions payable outside India respect of services 
rendered within India are liable to tax under the head “Salaries”. Similarly, 
Sterling overseas pay which is payable outside India in respect of services 
rendered in India is liable to Indian income-tax. 

Under an agreement the assessce was appointed treasurer and guarantee 
commission agent of a bank on a remuneration of Rs. 100 per mensem for 
his work as guarantee commission agent. As treasurer the asscssee was put in 
charge of the cash department. He was responsible for any loss caused to the 
bank by his conduct or the conduct of the rash department employees, who were 
employed by him and who were under Iris control He had also to make good 
any loss caused to the bank by the cashing of forged cheques or other such instru- 
ments and for payment of money to wrong party. As a guarantee commission 
agent, the assessee had to recommend to the bank persons who wanted to borrow 
money and if the bank agreed to lead money to any person recommended, 
the assessee got a commission. If any approved borrower failed to return 
to the bank the money advanced, the bank was entitled to recover the debt from 
the assessee and from the security money deposited by him. The assessee had to 
bear all expenses in making enquiries about the solvency of the borrowers, the staff 
for which had tc be engaged by him with the approval of the bank's agent. 
The bank agreed to pay at certain i.ites the salary of all employees appointed 
by the assessee as treasurer or guarantee commission agent. The question 
was whether the work of the assessee as treasurer and guarantee commis- 
sion agent was service or was partly service and partly business or the whole of 
it was business. 

Tt was held by the Hon’ble Allahabad High Court that the pay of 
Rs. 100 per mensem received by the assessee as treasurer of the bank was 
“salary” received by him as servant of the bank, while the remuneration 
received by him for the work of guarantee commission agent was income from 
“business”. [I. T. R., Vol. 26(1954), page 489] 

By an agreement dated January 2, 1931. the assessee was appointed 
treasurer of the Allahabad Bank for its branches, sub-agencies and pay offices. 
He had to perform the duties, liabilities and responsibilities which by custom or 
contract usually developed upon a treasurer as well us those specified in the 
agreement. The treasurer had to provide the staff for the cash section of the 
bank. He had power to suspend, transfer or dismiss any member of the staff 
and to appoint another person in his place. He was responsible for all acts of 
the staff so appointed which resulted in loss or damage to the bank. He was 
also responsible for the protection of the property of the bank and for the receipt 
of any bad money or base money, com or bullion or any forged or fradulently 
altered currency notes. Whenever so required he had to transmit from one 
place to another, under such guard as may be provided by the bank, moneys 
documents and properties of the bank. There was no covenant which expressly 
or impliedly conferred on the bank control and supervision over the work done 
by the treasurer, ft was open to the treasurer to appoint his own agents to super- 
vise the work of the cash section. The employment of the assessee could 
be determined at any time by either party giving three months’ written notice. 
In the case of the assessee's death his liabilities and obligations remained in 
force so as to bind his heirs, representatives and estate for loss already accrued 
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or incurred and for any future claim until the agreement was determined by 
his heirs or representatives. The assessee was entitled to monthly allowances 
subject to a total of Rs. 2.250 per month and Rs. 350 per month for travelling 
expenses. In the previous year relating to the assessment year 1950-51, the assessee 
suffered a net loss of Rs. 38,027 in the performance of his duties. The 
income-tax Officer refused to set off this loss against the profits c f the assessment 
yeai 1951-52 on the ground that the remuneration received by him was salary 
within the meaning of Section 7 (old section) ol the Inccme-tax Act. 

It was held by the Hon'ble Supicme Omit (t) that an office of treasurer 
was created by the agreement but the tact that the assessee held an office 
wsis not decisive of the question whclici rcmunciation conned by him wa-. 
as a servant of the bank. Receipt of remuneration for holding an office 
did not necessarily give rise to the lciutionship of master and scivant be- 
tween the holder of the < Rice and the person who pa-d the remuneration, 
(ti) That the contract was i ne f< r 'eixicc and the tre.isi.rci was not a servant 
ol’ the bank. The rcmuneiatiou teceixcd by lorn wa, not salaiy within 
the meaning ol Section 7 foie! section) (in) That the cccnpulicn of the 
assessee under the agreement was m»t a pmlession within the meaning of 
Section 10 (old section) of the Act bra profession inu.lxed occupation 
lcquiriim purely intellectual ot mai’iuil shill arc the ct th ol Inc ti,.,asurei 
under the t.ao" 1 could not be v reyaided. (is) That the assc-'Ste was 
following it vocati'M' and ins rciiiUnc.itii n had ti be c< m pulcu under Sec- 
tion 10 (old section) and the loss ct I'aolits snlfued m that \cCcitn n in any 
vear could be earned foiwatd to tie t ext yeai to be set olff against the 
pi ( (its of the succeedin' yeai. [1. I- R - Vol 59 (I9(>(>). page 699] 

; 2. Perquisites (Section 17)--' Pccjii'site means any casual rcmuneia- 
ii.,n atie/’lied to an office i p- : 1 1 ■ u m a«.k:'i ."U t c> salary ^ or wages All 
peuiui-alc. lcccixnble in ca it by an enp'i ee m iieu o! v • m .‘edition u> salary 
OI NVil p 0 ., a ,e. the.c'oie b.d'k i • t.i' u k- suii pO'qiMo are wholly and 
neccss'.'i’ilv incuiicd in the ;v!oiii:,a o' the dot.e Where petquisites 
; PC paid m the aatuu •!' s) .xiiic allov.uce (eg. towel. mg allowance, outfit 
allow. '.wo. was'iinc ; ■ ’> i i v anec etc i wnun arc leasiirabic witli rcterenec to 
the ii.uurc ol tire do < ue pc: ti unco by the employee and me not dispiopor- 
uoiiately Inch cr mpaixo tv' the icnnmeittuon oihciwr-e rocercable by 
him. the amounts ate ret taxable. Perquisites in kind either than rent-free 
residence winch arc net oidmanly c< nxcruble into money wcic not taxable 
uplo the 31st March. 195a. 1hi. paclke in effect provided considerable tax-free 
extra reniunciaiK n to highly paid employees. As it was not equitable to grant 
such exemption lu m tax. the law was changed with effect ft cm the 1st April. 
1955 in terms of which almost all benefits whether convertible into 
cash or not became taxable. 

According to Seciion I 7 (2) "pciquiMte" includes— 

(1) rent-free acce modal un pioxidcd to employees; 

(2) accc modalion at concessional rent provided to employees : 

(3) disehaige ol employees' obligation' by the employers; 

(4) payments for life insurance or annuities for the employees, by the 
employers ; and 

’ <5) the value of any benefit or amenity granted or provided to the 
employee free of cost or at concessional rate. i.c. tree-domestic servant, 
free-gas, free-elect ricity, frec-meals, etc. 

Items (1), (2), (3) and (4) apply to all kinds of employee but item 
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(5) will apply where the employer is a “company” and the employee is a 
director or a person Inn ing substantial interest [Section 2 (32)] in the com- 
pany or draws an annual cash emoluments of more than Rs. 18,000. 


Under Departmental instructions, t lie following amenities, need nut be 
included in the salary income— (1) provision of ordinary medical facilities 
to an employee or his family ftce of charge ; (2) reimbursment of such medical 
expenses incurred by employees : (3) payment of the wages of gardener, 
sweeper, night watchman etc., employed for the proper upkeep of The house 
belonging to the employer which is in the occupation of the employee ; 
(4) provision of refreshments during office hours in the office premises 
(excluding lunch or dinner) ; (5) provision of recreational facilities fei groups 
of employees. 

(a) Entertainment allowance— -In c\ m; cling the income fn m salaries, 
entertainment allowance was excluded upio tne 3 1st Match, 1955. This conces- 
sion was withdraw n with effect from the 1st Ap: if 1955 in respect ( t those as >e .-.ccs 
who were not regi.laily receixmp this allowance prior to that date. '1 lie 
exemption is granted upto 20% <•! the asse .see’s remure. alien (cxdnsne 
of any special allowance, benefit oi cU,o perquisite) or Rs. 7,500 whichcxci is 
less. If the allowance i. increased lei any reason, the cxccv. will be taxable 
in full. It the employee leave-, the scxice ol l lie prc>cnt cmphjv.’ the 
allowance will be taxable in full c\ei if ihe same amount is ^eceKeO liem 
the new employer. In the case of Government employees, the maximum 
amount is restricted to Rs. 5,000. 


^4*1) House-rent allowance — hoi.se-icm allowance foims 
thehnhfcuncration of an employee, as such it is taxable in full. 


ill il It I' 


With effect fit m April. 1964, a pi m< n ol In use-re; i ,.|h wn. ;,a . K , n 
excluded frem the ct mpulaln-n of t, tal inct me. I lie n ..x.ninm t ,r, l( i pi il 
exchisit u .sh.il be the mini mum ot tire following xn m.iii. ; 


(t) The actual amount of house-rent allowance ic by the 

emph>yci . 

(2) The excess of the actual house-rent paid by the cinphjee o\u 10" 
of his stilary. ” 


(3) 20% ol the salary paid by the cmployei u the lesidcnlial ex, m.mx a- 
tion is situated in Calcutta, Jiombay, Madias. Delhi. Ahniedabad, Urn galoie 
Hydrabad, Kanpur oi Poena and 10% of the salary m olhci places. ** 

(4) Rupees three hundred per month. 

Tl.ctcim “Salaiy" foi this pupese is the same sum winch is t then for 
calculating Provident Fund ccntntulic n by the unpl, vee (i^. pusic Salarv 
and Dearness pay). ‘ ~~ - 1 ‘ 3 


sEj^®Plc--Sii Subdual Sen Sharma is employed at Calcutta. His basic 
salaiy is Rs. 1,000 and nousc-rcnt allowance is Rs. 250 pci month He 
pays a monthly rent of Rs. 325. Calculate the amount of house-rent allowance 
which shaLlbe excluded from the computation of his total income for the period 


April, 1970 to 


Answer— The minimum of the following 'our shaM ^ , , 

ApS, ‘sToTm^ 1971 l0lal inConK ror ,l,,: l*"** 1 
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(1) Rs. 250 being the amount of house-rent allowance paid by his 
employer. 

(2) Rs. 225 being excess of house-rent of Rs. 325 over 10% of his 
salary i.e. Rs. 100 (Rs. 325 minus Rs. 100). 

(3) Rs. 200 being 20% of his salary of Rs. 1,000. 

(4) Rs. 300 being maximum exempted amount. 

The total income of Sri Subimal Sen Sharma for the period April, 1970 
to March, 1971 shall be calculated as follows : 

Basic salary Rs. 12,000 

House-rent allowance Rs. 3.000 

Less : Amount exempted 2.400 600 

Total income Rs. 12,600 


(c) Rent-free quarters — The -id practice of computing the monetary 
value ul rent-free quaiters at 10% a id 12 5% of udaiy according as the acc vm- 
inodalion # is unfurnished or furnished ^ ocing co tinned even after the ht 
April. 1955 provided that the “fair reni'’ for t he acci num dati n is not 
in excess of 2o% w i 2^% respectively. Tor Calcutta iLmbi-y and Delhi the 
corresponding percentages arc 30 and 37 5. To .cc. mmodntion a: the tea 
v gardens the corresponding percentages are 7 5 and 9. 

"‘Salary" m this c nncclion includes pay, allowances Isciun or cvmmi- 
.mop payab le monthly or otherwise but does not include the following: 

(a) dearness allowance or dearness pay unless a enters into the 
computation of retiicment benefits of the emph-yee; 

(bt employer's contributions to the provident f und account of the 
employee ; 

b ) allowances which arc exempt fiom payment of tax (i.c. tax-fice 
house allowance, tax-free entertainment allowance etc.). 

Where bonus is payable yearly on the basis of annual piofu v*r comm:- 
ssn n is payable Nearly on the basb of anual turnover t: is doubtful whether 
these yeai ly payments will u 1 included under ^salary" but wi-C’e these yearly 
payments arc effected inicihu^ fse r \ i ccc o i: JituTn ji irrespective of t Ire annual 
piofit or a j i n luiLluin o \ c i_j 1 1 esc yearly payments sfuuild be included In tlrJ 
computation of “salar." u» the purpose of calculating the monetary value 
of rent-free quarteiv 

“l aii rent" in i he *.nsc of unfuinished quartets should be computed on the 
basis of actual lent pan; ui ine municipal valuaiun whc.e the piopeity is owned 
by the employer. Ui _ ti^c case of f uniLiual nuni rent as explaine d 

abova^jJ^otikh in aJimTTn. L include 10% of ilic^ictua l cosuFthO fUrnflUfe or if t^C 
fu ni it a tFnT f par ty, the actual lure Charges. 

Rent-free unfurnished accommodation - If the Tim rent is below 10% of 
the occupant's salary as explained above, the occupying cmpkycc is taxable on 
such rent. If the rent is between 10% and 20 % of the occupant's salary, the 
employee will be chargeable to tax on 10% of the salary. If. however, the rentii 
more than 20% (30% for Calcutta, Bombay and Delhi), then the employeewfli 
be charged to tax on 10% of the salary plus on the excess of such renUover 
20% or 30% as the case may be, of the salary. 

1—9 
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Examples. (1) Salary Rs. 8,000 

Fair Rent 600 

Taxable benefit in the hands of the employee will be Rs. 600 

(2) Salary Rs. 8,000 

Fair Rent 900 


Taxable benefit in the hands of the employee will be 10% of Rs. 8,000* 
i.e., Rs. 800. 

For employees at tea gardens, the taxable benefit will be 7 - 5% of Rs. 8,000 
i.e., Rs. 600. 

(3) Salary Rs. 8,000 

Fair Rent 1,800 

Taxable benefit in the hands of the employee will be 10% of Rs. 8,000 i.e., 
Rs. 800 plus Rs. 200 (Rs. 1,800 less 20% of Rs. 8.000) in all Rs. 1,000. 

For Calcutta, Bombay and Delhi, the taxable benefit in the hands of the 
employee will be 10% of Rs. 8,000 i.e., Rs. 800. 

For employees at tea gardens, the taxable benefit will be 7 5% of Rs. 8,000 
i.e., Rs. 600. 

(4) Salary Rs. 8,000 

Fair Rent 2,700 

Taxable benefit in the hands of the employee will be 10% of Rs. 8,000 i.e.. 
Rs. 800 plus Rs. 1,100 (Rs. 2,700 less 20% of Rs. 8,000) in all Rs. 1,900. 

For Calcutta, Bombay and Delhi, the taxable benefit in the hand', of tin. 
employee will be 10% of Rs. 8.000 i.e., Rs. 800 plus Rs. 300 (Rs. 2,700 less 30'': 
of Rs. 8,000) in all Rs. 1,100. 

For employees at tea gardens, the taxable benefit will be 7 ’5% of Rs. 8,000 
i.e., Rs. 600. 

Rent-free furnished accommodation — If the fair rent (including the mone- 
tary value of furniture) as explained previously is below 12*5 % of the 
occupant’s salary as explained earlier, the occupying employee is taxable on such 
rent. If the rent is between 12 - 5% and 25% of the occupant's salary, the 
employee will be chargeable to tax on 12 5% of the salary. If, however, the rent 
is more than 25% (37 5% for Calcutta, Bombay and Delhi), then the employee 
will be charged to tax on 12 5% of the salary plus on the excess of such rent over 
25% or 37 - 5% as the case may be, of the salary. 


Examples. (1) Salary Rs. 8,000 

Fair Rent 600 

Value of Furniture @ 10% 150 

Taxable benefit in the hands of the employee will be Rs. 750. 

For employees at tea gardens, the taxable benefit will be 9% of Rs. 8,000 . 
i.e., Rs. 720. 

(2) Salary Rs. 8,000 

Fair Rent 900 

Value of Furniture @10% 200 


Taxable benefit in the hands of the employee will be 12*5% of Rs. 8,000 
i.e., Rs. 1,000. 

For employees at tea gardens, the taxable benefit will be 9% of Rs. 8,000 
i.e., Rs.720. 
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(3) Salary Rs. 8,000 

Fair Rent 1,800 

Value of Furniture @10% 300 

Taxable benefit in the hands of the employee will be 12*5 % of Rs. 8,000 ! 
i.e., Rs. 1,000 plus Rs. 100 (Rs. 2,100 less 25 % of Rs. 8,000) in all Rs. 1,100. 

For Calcutta, Bombay and Delhi, the taxable benefit in the hands of the 
employee will be 12*5 % of Rs. 8,000 i.e., Rs. 1,000. 

For employees at tea gardens, the taxable benefit will be 9% of Rs. 8,000 
i.e., Rs. 720. 

(4) Salary Rs. 8,000 

Fair Rent 3,000 

Value of Furniture @ 10% 300 

Taxable benefit in the hands of the employee will be 12 5% of Rs. 8,000 
i.e., Rs. 1,000 plus Rs. 1,300 (Rs. 3,300 less 25% of Rs. 8,000) in all Rs. 2,300. 

For Calcutta, Bombay and Delhi, the taxable benefit in the hands of the 
employee will be 12 5% of Rs. 8.000 i.e., Rs. 1.000 plus Rs. 300 (Rs. 3,300 
less 37*5% of Rs. 8,000) in all Rs. 1,300. 

For employees at tea gardens, the taxable benefit will be 9% of Rs. 8,000 
i.e., Rs. 720. 

Where a portion of the rent is borne by the employee, the calculations 
should be made as follows — 

Unfurnished accommodation provided to the employee at Burdwan. 


Salary Rs. 8,000 

Fair Rent 1.800 

Rent borne by the employee 300 

10% of Rs. 8,000 Rs. 800 

Fair Rent Rs. 1.800 

Less : 20% of Rs. 8,000 1,600 200 

Rs. 1.000 

Less : Rent borne by the employee 300 

Taxable benefit in the hands of the employee Rs. 700 

Furnished accommodation provided to the employee at Burdwan. 
Salary Rs. 8.000 

Fair Rent 1,800 

Value of Furniture @ 10% 300 

Rent borne by the employee 600 

12-5% of Rs. 8,000 Rs. 1.000 

Fair Rent Rs. 1.800 

Value of Furniture 300 


Rs. 2,100 

Less : 25 % of Rs. 8,000 2,000 

Less : 'Rent borne by the employee 


100 

Rs. 1,100 
600 


Taxable benefit in the hands of the employee 


Rs. 500 
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Free or concessional Passage Money— Vajue of any travel concession 
or assistance received by an Indian citizen from his employer for himself, wife 
and children for proceeding on leave to his home district should be excluded 
from the computation of his total income. In addition, value of any tree or con- 
cessional passage money received by a non-Indian citizen from his employer for 
himself, wife and children for proceeding on home leave out of India should also 
be excluded from the computation of his total income. 

Inward passages provided for the purpose of joining duty in India or 
outward passages provided on termination of service in India should be treated 
as ex-gratia payments in the hands of the employees and not liable to tax. 
Sim ilarly, whe re anemployec is transferred *o or fiom India fronysarent company 
tolls subsidiary company or Tfom'one'cofnpany lo another of the same group or 
TrotrfHearh Office to a Branch in Tntllaoi; from one Foreign Branch to an Indian 
Branch, the inward or ouTwaTcT passages sho.uld._be treated as ti avelling allow nee 
exempt under Section TO. ^ 

v$f Conveyance allowance — Where the employee is given a regular month- 
ly allowance, the amount received by the employee si >uld be included in 
his “Salary” subject to an appropriate deduction for the expenses inclined 
by him in the performance of his du'ics 


Where the emplo yee owns t he 'noun car but the actual runnin g an d 
maintenance charges arg paldTjyThc employcr.~a felR on'a blc est imate xhoukT bc 
made oHfrexxpenscs jor using the ri v '>r car for the chip! iyecT private purposes 
and such amount- should he treated as taxable perq ui s i te in thcliands of the em- 
ployee. Where the employer owns the motor car, which he has allotted 
exclusively for the use of any employee who has to bear the running expenses out 
of his pocket, the monetary value of the perquisite to the employee should 
ordinarily be taken (under Departmental 1 istruclions) at Rs. 100 pc" month if 
the motor car is over 16 H. P. and at Rs. 60 v month if the motor car is 16 II. P. 
or less. The employee would, of com ,e. be entitled to an appropriate 
deduction for the expenses incurred by h.m in the performance of his duties. 
Where the employer owns the motor car which i» allotted for the exclusive use 
of an employee both for the purpose of his employment and for his private pur- 
poses, the expenses for both being borne by Inc employer, the monetaiy Value 
of the perquisite to the employee should ordinarily be taken (under Departmental 
instructions'' at Rs. 250 per month if the motor car is over 16 H. P. and at 
Rs. 150 per month if the motor car is 16 H. P. or less. Where the emp loyer owns 
t he motor car _w hich is mai ntained .byJiim. for .the purpose of IransporTfng'Tl 
jiumBer o f empjayegsjn comnifliilflQ uudJYom office), the amenity should not biT 
treated Ss a perquisite in the. hands of the employees concerned. 


(f) Servant’s allowance— Servant’s allowance paid in (fash forms "^an 
addition to t he remun eration ofan employee, as'such'R Irraxabtc tirfcrtt Where 
an employee (drawjngarruilliual cash cfflbliimfcnts oi irioreTTfaiTRs. IxMTkk nr„. 
vided with servants whose remiiherMBn-tr-pSiil by^TeTnptoycr , -tlRThfonetary 
value of the perquisite for tax purposes in the hands of the employee should be 
determined on the basis of remuneration paid to the personal and domestic servants 


Where rent-free or concessional rent accommodation is provided by the 
employer for the use of employees as also for business visitors and guests the 
following domestic services for the upkeep of the accommodation are permissible 

,n . str “ ct ! ons ) without tax liability on the occupant 
(*) t i eir com Pounds— malis, night watchmen and 

sweepers. (2) Flats in Blocks of flats— sweepers. (3) Residental-cum-Guest 



INCOME-TAX LAW AND PRACTICE IN INDIA 


§ 2 ] 


69 


house accommodation — malis, night watchmen, sweepers and indoor domestic 
servants appropriate to the size of the guest-house accommodation. 


CENTRAL BOARD OF DIRECT TAXES 


Notification No. F. N. 40/25/69/1. T.(A. I.) dated 12th January, 1970. 

As the gardeners, nightwatchmcn and sweeper.-, etc. are provided by 
the employer primarily for the proper upkeep and maintenance of the 
property in the occupation of the employer and partly for the benefit of 
the employees, only a portion of the salaric-. of these categories of servants, 
which will represent the benefit accruing to the employees, should be treated 
as perquisite in their hand. The taxable pcrqaidte in 'he hands of the 
employees on account of services of servant provided by tiie employer will 
be calculated on the following cut hoc basis. 


(I) Sweeper 75% of actual wages or Rs. 60/- per 

month, whichever is less 


(2) Gardener \ 50% of actual v.r.gcs or Rs. 60/- per 

(3) Watchman ) month, whichever is less. 




C:*a, Electricity and Water for household ^nsmn|dk>n — If the 

sup>fy*is made from the cmpl oyer's own resources wihout purchisingTrom any 
outside agency, t he ta xable monetary equivalent will be take-: at NIL. Where 
the supply is (fuTrcTascd for any outside agency, the amount paid by the em- 
ployer witH^e taxable m the hands of the employee u-a 1 tog an amnj ajjaa^ sqk^y 
of morc^han Rs. 18.00 0. Whe:e. ho\\e\c- tiic gas. electricity’ and ivuter are 
consumed partly Tor household purpose * a id partly f« r HlCial duties, the taxable 
monei:: i y equixalcnt in the hands < .ft he end yee draw : ,g an ^jnnal rgsh_i»mnln- 
mcniA_ of more than Rs. IS 0 00 w ill be either me amount paid by tlifc 
employer oi 6’25y Q oT the salary i f the employee. whichever is lower. 


jfft) Education allowance — All education allowances paid in cash are 
taxable in the hands of the employee; Where an employe; maintains a school 
for the benefit of the children < ' m* -e npl >ee-. tiie resulting benefit in the 
hands of the employee will also be 1 1 .able i>ui cmpl. vccn taking advantage of 
this facility w ill m >i be t.ix:ihj&U\tiu,v : meal cash emoLra^iuisJev* than Rs. 18.000. 

^)JPa-x borne by the employer Tex payable on salary is a primary 
obligation of the receiving employee. Hut according to tiie basis of agreement, 
an employee may receive tax-free salary (subject to prohibition of the Indian 
Companies Act, 1956). In such a case, the tax must be borne by the employer 
and the mount will be treated as an additional perquisite in the hands of the 
employee. The employee is, therefore, liable m pay further tax on the amount 
of tax borne by his employer. If that is again borne by the employer, the process 
goes on ml infinitum. Tax-free salary is really, therefore. a\-addcd income, the 
employee being credited with the amount of tax constructively paid on his 
behalf by the employer. (See Illustration 13) 


Obligation of an employee dis charg ed b y the employer— Where an 
cmi^T^c fvrtfimbursc ^his cmpl syce's hotelJJjTTT^ dub Wffi life insurance premia, 
etc., such payn^IJT^should be Healed as perquisite laxSnTe in full in the hands 
of the emplovcd Sveniwhcp his an nua l cash emoluments is lcssjjiaaJLk- 18.00° It is 
not possible to give an exhaustive list of all benefits mTTluncnities which can be 
enjoyed by an employee, nor is it possible to lay down any hard and fast 
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rale regarding the manner in which the value of the benefits in kind should be deter* 
mined. The nature and the extent of the amenities provided and the loca- 
lity in which they are provided should also be taken into consideration in deter- 
mining the value of the perquisite to be taxed in the hands of the recipient. 

Perquisites include any sum payable by an employe! directly or through 
an unrecognised provident or super-annuaiion fund, to effect an assurance on 
the life of the employee or to effect a contract for an annuit). But contri- 
butions made by an employer to provide pensionary or defeired annuity benefits 
to an employee cannot be taxed in the hands of the employee unles. a vested in- 
terest therein accrues to the employee in the accounting >c i* Until an 
employee attained the age of super-annuation he did not ncqnnc an, vested right 
in the employer's share of contributions towards the pension or the annuity, 
at best he in d a contingent right therein in the e flier vears The taxa- 
bility can be applied only to such sums in icgard to which the.e was an obliga- 
tion on the part of the employer to pay and onmltaneouslv a vested light on the 
part of the employee to claim it could not apply to contingent p lyments to which 
the employee had no right till the contingency occulted [I. T R . V d 
53(1964), page 911 [Supreme Court deJsnnJ 

Compensation for loss of employment— Payments made solely as 
compensation for loss of employment and not by way of remuneration fo r past 
services were not taxable. This concession was witLJinwn with effect from 
the 1st April, 1955. Since then, whatever may be tiie basis of the compen- 
sation, if it is paid at or in connection with i lie teimination of t lie employment, 
it should be treated as profit in lieu of salaiy and should be included in the 
total inc ome under “Salaries". It is immaterial whether the compensation is re- 
ceived by the employee a’s ajmatter uf right or is given voluntarily by the 
employer. The assessce may, hmvevei, apply for relief under Section 89 (ljjn 
respect of the compensation money 

THE INCOME-TAX RULES, 1962. 

Rule 3. Valuation of perquisites. — Tor the purpose of computing the 
income chargeable under the head “Salaries” the value of the perquisites 
(not provided for by way of monetary payment to the assessce) mentioned 
below shall be determined in accordance with the following clauses, namely : — 

(a) The value of rent-free residential accomodation shall ordinarily 
be estimated at a sum equal to, — 

where the accommodation is not furnished— 10 per cent, 
where the accommodation is furnished —12.5 per cent, 
of the salary due to the assessee in respect of the period of his occupation of 
the said accommodation during the relevant previous ycai. but 

(i) where the fair rental value of the accommodation is in excess of 
25 per cent, (if furnished) or 20 per cent, (if unfurnished) of the emplo- 
yee’s salary, the value of the perquisite shall be taken to be 12 5 per cent, 
or 10 percent, respectively of the salary increased by a sum equal to the 
amount by which the fair rental value exceeds 25 pe rcent. (when accommo- 
dation is furnished) or 20 per cent, (when accommodation is unfurnished), of 
the salary provided that the Income-tax Officer may, having in view the 
nature of the accommodation, determine the sum by which the 1 2*5 per cent, 
or 10 per cent, of the salary, as the case may be, is to be increased, as 
a percentage (not exceeding 100 per cent.) of the amount by which the fair 
rental value exceeds 25 per cent, or 20 per cent, of the salary as the case 
may be ; 
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(ii) where the assessce claims, and the Income-tax Officer is satis- 
fied, that the sum arrived at on the basis first mentioned exceeds the fair 
rental value of the accommodation, the value of the perquisite to the 
assessee shall be limited to such fair rental value. 

(b) The value of residential acc unmodaiion provided at a concessional 
rent shall be determined as the sum by which the value computed in 
accordance with clause (a) as if the accommodations were provided free of 
rent, exceeds the rent actually payable by the assessee for the period of 
his occupation during the relevant previous year. 

Explanation.— For the purposes of clauses (a) and (b) r — 

(i) the fair rental value shall be, — 

(i) where tire acevmmodati >n 

(a) is provided b> Government 10 a pei^n h- doing an office or post 
in connection with the afiaii-i of l lie louo-i t *\ uf «i Slate, or 

(b) is provided b> a h >dv m. ieital mg under the Centro] ot 
Government t«> any offi 'cr if ( iovci iiinuit v. m sc services have been lei t to 
that body or undertaking, the a'*c< miin»Jati 1 itself having been allotted to 
it by Government 

the ; ' n has been oi would »io\e been determined as pavablc 

by sucli person oi dlicer i.i acei>rdance i the i ules framed by Govern- 
ment for allotment of residences to it-, offi civ 

(ia) where the accommodation i> pp •video— 

(A) by the Reserve Hank of India, or 

(B) by a eo poranh n established by a Gentra!. State or Pro\ u.ci *1 
Act oi by a company in winch ah s he dinv arc held (whether singly 
or taken together) by the Government or tne Reserve Hank of India or a 
Corporation owned by that bank, oi 

(C) by a body v »r u ideM iking including a soeiet> registered under 
the Societies Rcgisti ition Act. 1 Xn( ' (21 ol lSuu). financed whollv or mainly 
by the Government to an> pet so* employ 1 b\ u. an am .umi equal 

10 per cent., if the accomim dalion is ui-fi ;nishcd. and 12 5 pet* cent if 
it h furnished, of the salary due to -aich person in inspect of the per it J 
during which lire said actvmmodaMon "as occupied b\ him during the 
previous year : 

(ib) where the accommodation is piovided by a Company (not being 
a company referred to m sub-clause (ia) (Hi of this clause) in which not 
less than forty per cent of the shares me held (whether singly or taken 
together) by the Government or the Reset vl * n.nk of India or a Corpora- 
tion owned by that batik to any officer of Government whose services have 
been lent to it oi to an\ individual empfi ved by it after his retirement 
from the service of Government, an amount equal to 10 per cent., if the 
accommodation is unfurnished and 12 5 per cent., if it is furnished, of the 
salary due to such oifice< or individual, as the case may be. in respect 
of the period during which the said accommodation was occupied by him 
during the previous year ; 

(ii ) in any other cases, — 

where the accommodation is not furnished, the rent which a similar 
accommodation would realise in the same locality or the municipal valuation 
in respect of the accommodation, whichever is higher ; and 
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where the accommodation is furnished, the lair rental value of the 
accommodation as if it were not furnished, plus the lair rent loi the turn i- 
ture (including air conditioning equipments ami rcfiigcratoix), calculated 
at 10 per cent, per annum on the original cost ol the hnniture, or it the 
furniture is hired from a third pari}, the actual hue chaigcs pajable theic- 
for ; 


(2) “ salary ” includes the pay allowance*. bonus or commission pay- 

able monthly or otherwise, but does no include the iollowing. liamdv. - 

(i) dearness allowance or dearness pay unless it euleis into (he coin- 
piilruion of superannuation or lvtiieincnt benefits of the employee concerned , 

(ii) employees eonliibutions to the pro\ ioem fund account oi the assessee ; 

(iii > allowances whicii are exempted from payment of tax. 

(c) (i) The value ot a moior-c^r provided by the emphver for use 
by the assessee exclusively for his private or personal purposes hall be 
determined as the sum actually expended by the employe? in the main- 
tenance and nmning of the nioU-r-^ar during the relevau: picuous yea: 
(including the normal v:ar and tear where rite inot n-car i.-> ov.ned by the 
employer). 

(ii) The v;d *c , I t!i e i.iotoi-ia 1 pk video k the use .1 i.ie as .—.ce 
j'aOdy for ilk personal piirm.s^ a. id partly i'o bi'Mne.s p« pose- shaii be 
dc-et mined to be that part cl rite sum out ot the amount actually expen- 
ded by the employer in the miUiiieiim.ee and running of liic mutoi-ca dining 
llie relevant previous year (lncJudiiig the ik rmal we.u aid ieai wheie die 
motn-car is u\Mied by the empb yer) which can :ca>onabi\ be attributed 
to the user by the assesses foi lu> giivate o: peisoual puip >>e -, but wheic 
a determination on the basis mentioned ab.oe piesents uiilieullv, luc value 
of the perquisite may be determined on the basis piovideu lieieuiider : 


Value of perquisite per calendar nn mil 


Wu..re the h p rati-.g 
i the c\*. dues mil 
e\Cf w ‘wd lo i i lUv cab 
-ic capacity oi the 
engine does not c\- 
cee d 1 8S litres 


W'liere the r.ui.ig 
**i titc c.ir exceeds 
!o .)■' the c.tbic capa- 
city a i he eiii-ii'c 
exceeds I K- lilies 


1. Where tiie motor-car is - a\ net! Rs. 

i r hired by the employer and 

all the expenses i f inaintv- lance 
and running are met <m reim- 
bursed to the assessee by the 
employer. 1 50 

2. Where the motor-car is ov.ned oi 
hired by the employer but the ex- 
penses c f maintenance and running 
for his private < r personal pur- 
poses are met by the assessee 

from out of his pocket 60 


2mj 


l-W 
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(iii) Where the assessee owns the motor-car but the actual running 
or maintenance charges are met, or reimbursed to him, by the employer, 
the value of the perquisite to the assessee shall be determined as the sum 
actually expended by the employer which in the opinion of the Income-tax 
Officer can reasonably be attributed to the user of the car by the assessee 
for his private or personal purposes. 

(iv) The value of the free use by the assessee of any other type 
of conveyance provided by the employer shall be determined as the sum 
actually expended by the employer in the maintenance and running of the 
conveyance during the relevant previous year (including normal wear and 
tear, where the conveyance is owned by the employer) which in the opi- 
nion of the Income-tax Officer can reasonably be attributed to the user by 
the assessee for his private or personal purposes. 

(d) The value of the benefit to the assessee resulting from supply 
of gas, electric energy or water for his household consumption free of 
any charge shall be determined as the sum equal to the amount paid on 
that account by the employer to the agency supplying the gas, electric 
energy or water, but — 

(i) where such supply is made from resources owned by the emplo- 
yer without purchasing them from any other outside agency, the value there- 

for shall be taken as nil, and 

(ii) where the lucome-tax Officer is satisfied that the gas, electric 
energy or water supply to any assessee are consumed also for the purposes 
of his official duties, the Income-tax Officer shall determine the value of 
the benefit to the assessee to be equal to the amount paid on that account 
by the employer to the agency supplying the gas. electric energy or water 
or 625 per cent, of the salary of assessee, whichever is lower. 

(e) The value of the benefit to the assessee resulting from the pro- 
vision of free education facilities for any member of his household shall 

be determined as the sum equal to the amount of the expenditure incurred 
by the employer in that behalf, but where the educational institution itself 
is maintained and run by the employer for the benefit of all his employees 
as a group, the value of the perquisite to the assessee shall be determined 
with reference to the reasonable cost of such education in a similar insti- 
tution in or near the locality. 

(f) The value of any benefit or amenity resulting from the provi- 
sion by any undertaking engaged in the carriage of passengers or goods 
to any employee of the undertaking or to members of his family or his 
dependent relatives, of journey free of cost or at concessional fares, in any 
conveyance owned by the undertaking for the purpose of transport of 
passengers or goods shall be taken as nil. 

(g) The value of any benefit or amenity not included in the prece- 
ding clauses of this rule shall be determined on such basis and in such 
amount as the Income-tax Officer considers fair and reasonable. 

§ 3. Remuneration of foreign technicians (Section 10 (6) (vii)] — “Tech- 
nicians’* means persons having specialised knowledge and experience in construc- 
tional or manufacturing operations, in mining or in the generation or distribution 
of electricity or other forms of power as also industrial or business management 

I— 10 
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techniques. It is not, however, necessary that the Technician should be actually 
handling a particular machine or be physically engaged in the particular work 
in which he is an expert. Even if he is employed as a consultant on matters 
pertaining to his field of technical knowledge or practical experience, he should 
be regarded as a Technician. 

In the case of Technicians having specialised knowledge and experience in 
constructional or manufacturing operations or in mining or in the generation or 
distribution of electricity or other forms of power, the exemption is admissible in 
respect of “salary” earned for 12 months from the date of arrival in I ndia. This 
exemption will be extended to 36 months if his contract of service is approved 
by the Government within one year. If the amount of tax payable on the 
salary is borne by the employer, then the exemption will continue for a further 
period of 60 months. 

In the case of Technicians having specialised knowledge and experience in 
industrial or business management techniques, the exemption is admissible in 
respect of “salary” earned for six months from the date of arrival in India, 
provided his contract of service is approved by the Government within one year. 

In all cases, the technician must be “non-resident" of India in the four 
financial years preceding the year of arrival. 

§ 4. Basis of Liability — Until the Income-tax Amendment Act of 1939, 
salaries were assessable to tax only when they were ‘received’ by the assessec. 
The Amendment Act changed the basis to what is ‘due’ to the assessce whether 
paid or 'not*. The word ‘due’ is intended to refer to the date on which the 
renumeration becomes payable and has no reference to the period for which it is 
earned. Salaries earned by Government employees for any month become 
payable on the 1st day of the month following, as such salary for March, 1969 
is ‘due’ in April, 1969 and is liable to tax in the assessment year 1970-71. On 
the other hand, salary earned by an employee of a private employer is payable 
during the month, as such salary for March, 1969 is ‘due’ in March, 1969 and is 
liable to tax in the assessment year 1969-70. When any commission is payable 
to an employee subject to the sanction of the Board of Directors, it is ‘due’ on 
the date of sanction irrespective of the period for which it is payable, e g., if a 
commission for the year ended 31st December, 1968 is sanctioned on the 1st June, 
1969, it becomes ‘due’ on the 1st June, 1969, and is liable to tax in the assessment 
year 1970-71. 

Advances by way of loan or otherwise of income chargeable under the head 
“Salaries” will be deemed to be salary ‘due’ on the date when the advance is 
received. But it must be distinguished from other classes of advances such as 
house-building advance, motor car purchase advance, etc. which are in the 
nature of loans. Any portion of salary witheld under an order of the Court is 
also liable to tax. 

Though salary is now assessable on ‘due’ basis, the actual collection of 
tax from the assessee is postponed till he has received the remuneration. 
Salary taxed in an earlier year on an accrual basis cannot be taxed a second 
time on a receipt basis when received in a later year. Further, where accrual 
basis has been adopted and the collection of tax has been postponed till the 
remuneration has actually been received, It would not be open to the Income-tax 
Authorities to change the basis afterwards and tax the salary on a receipt basis 
instead of on an accrual basis. Similarly, it cannot be taxed again when adjusted 
by the employer against salary earned in a later year. 
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If salary is ‘due’, then whether it is paid or not in the year in which it 
becomes due, it must be taxed as the income of that year. There is no 
question of taxing it as the income of the year when it is actually paid, if it 
is not drawn in the year in which it becomes due. Section 7 (old section) 
does not give any option either to the Income-tax Officer to assess the income 
in the year of accrual or in the year of receipt according to his choice or to 
the assessee to offer it when it becomes due or when it is received as he may 
choose. [I. T. R., Vol. 29 (1956), page 229] [Calcutta High Court decision] 

§ 5. Admissible deductions (Section 16) — The following deductions are 
admissible with effect from the assessment year 1956-57 in computing the 
income under this head — (1) Expenses incurred by the asscsscc for purchasing 
books, magazines and other periodicals necessary for the performance of his 
duties, the maximum amount being Rs. 500. (2) Entertainment allowance 
at the rate of 20% of his remuneration (exclusive of any special allowance, 
benefit or other taxable perquisite) with a maximum of Rs. 5,000 for Govern- 
ment employees and Rs. 7,500 for others. If the assessee was not in receipt 
of this allowance prior to the 1st April, 1955, then no deduction Is admissible. 
If the amount of the allowance is increased after the 1st April. 1955, then 
the deduction will be limited to the amount which the assessee was getting 
prior to the 1st April. 1955. (3) Expenses incurred by the assessee in maintaining 
any conveyar.,- ...wed and used by him for the purpose of his employment. 
With effect from the assessment year 1968-69 a standard deduction for various 
categories of conventional coveyances used for the purpose of employment has 
been fixed in respect of each month or part thereof. The standard deduction 
for a motor car is Rs. 150 per month (increased to Rs. 200 per month from April, 
1969, assessment year 1970-71) where the gross annual salary of the employee 
docs not exceed Rs. 15.000, Rs. 200 per month where it is between Rs. 15,000 
to Rs. 25,000 and Rs. 250 per month where it is more than Rs. 25,000. In respect 
of motor cycle, scooter or other moped the standard deduction is Rs. 50 per month 
and in respect of a bicycle Rs. 5 per month. With effect from April, 1970 
(assessment year 1971-72) the standard deduction fora motor car (irrespective 
of the horsepower or the gross annual salary of the recipient) is Rs. 200 
per month, for motor cycle, scooter or other moped Rs. 60 per month 
and in other cases (bicycle, tram, bus, train etc) Rs. 35 per month. The ex- 
penses will not, however, be allowed if any conveyance allowance is received 
by him. (4) Expenses actually incurred by the assessee wholly. necessarily 
and exclusively in the performance of his duties. This will cover travelling 
expenses, of commercial traveller'., trade representatives, etc. (5) Any 
amount paid in .respect of taxes on profession, trade or employment. 

Illustration 

Sri Benoy Bhusan Bagehi furnished you with the following particulars 
with a request to compute his total income for the year ended 31st March. 
1970 on the basis of which he will submit his return of income to the 
Income-tax Authoiitics. 

(1) Salary Rs. 2,000 per month. (2) Annual Profit Bonus 20% of salary. 
(3) He was provided with a rent-free unfurnished accommodation in Calcutta for 
which an annual rent of Rs. 3,000 was paid by his employer. (4) His Life Insurance 
Premium of Rs. 2,000 (Policy amount Rs. 30,000) was paid by his employer. 
(5) His wife was ill and medical expenses amounting to Rs. 1,800 was paid 
by his employer. (6) He was provided with a domestic servant whose salary 
of Rs. 75 per month was paid by his employer. (7) He purchased books and 
engineering journals valuing Rs. 1,500. (8) Rs. 3,000 was paid by his employer 
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to meet conveyance expenses wholly, necessarily and exclusively incurred in 
the performance of his duties. (9) Rs. 2,000 was paid by his employer towards 
education of his eldest son. 

ANSWER 


Computation of total income for the year ended 31st March , 1970. 


1. Salary Rs. 2,000 per month 

2. Annual Profit Bonus (o' 20% of Salary 

3. Value of rent-free accommodation 

4. Life Insurance Premium paid by the employer 

5. Free domestic servant 

6. Education expense borne by the employer 

Rs. 

24,000 

4,800 

2,400 

2,000 

900 

2,000 

Less : Cost of Books purchased 

Rs. 

36,100 

500 

Gross Total Income 

Less : 60% of Life insurance Premium of Rs. 2.000 

Rs. 

35,600 

1.200 

Total income 

Rs. 

34,400 


Nojes : (1) Rent paid by the employer for the rent-free unfurnished accommo- 
dation is less than 30% of the Salary, as such the taxable benefit 
should be computed at 10% of the Salary. As^ the annual profit 
bonu s h as not been paid according to service conditions. iT 
has been excluded for the purpose of calculation bT the monetary 
value of the rcnt-Tre<T accomodation. 

(2^/ Reimbursement of medical expenses incurred by employees is not 
taxable under Departmental instructions. 

(3) Expenses for purchase of books arc limited at Rs. 500. 

''■(4V Reimbursement of conveyance expenses incurred wholly, neces- 
sarily and exclusively for the performance of duties is not taxable. 

§ 6. Deduction of tax at source (Section 192)— Any person responsible 
for paying “Salaries” shall, at the time of payment, deduct income-tax on the 
amount payable at the average rate applicable to the estimated total annual 
income of the assessee under this head. The employer, however, has got 
the power to increase or reduce the amount to be deducted in making 
adjustment of excess or deficiency arising out of any previous deduction or 
failure to deduct. Tax must be deducted even when the salary is payable 
outside India if it is earned in India. The value of such salary in rupees is 
to be calculated at the prescribed rate of exchange per rupee. Upto 5th June, 
1966 the rate was lsh-6d=Re. 1 and U. S. A. $ 1 =Rs. 4 762. From 6th June, 
1966 to 18th November 1967 the rate was £1 sterling=Rs. 21 and U. S. A. 
* l=Rs. 7*50. From 19th November, 1967 onwards the rate is £ 1 sterling— 
Rs. 18 and U. S. A. $ l=Rs. 7 50. 

The person responsible for making the deduction shall pay the amount of 
tax deducted to the credit of the Central Government within one week from the 
u ?i °* su ^h deduction. Within 30 days from the 31st March in each year, he 
shall submit to the Income-tax Officer, within whose jurisdiction the deduction is 
made, an annual return of the names arjd addresses of the employees, the amount 
ol salary due for the year and the amount of tax deducted therefrom. 
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Though “Salary” is assessable on accrual basis, the liability to deduct tax 
at source arises only when the remuneration is actually paid. Moreover, when 
tax is deducted at source, the asscssec cannot be called upon to pay tax unless 
he has received the salary wihout deduction. If a person fails to deduct or after 
deduction fails to pay the tax to the Government within a week from the date of 
such deduction, he shall be deemed to be an assessce in default in respect of the 
tax. But no penalty can be recovered f rom him unless such person has wilfully 
failed to deduct. 


The rates for the Accounting year 1.4.69 to 31.3.70 
(Assessment year 1970-71) arc as follows 


(1) where the total income 

does not exceed Rs. 5,000. 

(2) where the total income 

exceeds Rs. 5,000 but docs not exceed 
Rs. 10.000. 

(3) where the total income 

exceeds Rs. 10,000 but docs not exceed 
Rs. 15,000. 

(4) where the total income 

exceeds Rs. 15,000 but does not exceed 
Rs. 20,000. 

(5) where the total income 

exceeds Rs. 20,000 but docs not exceed 
Rs. 25,000 

(6) where the total income 

exceeds Rs. 25,000 but docs not exceed 
Rs. 30,000. 

(7) where the total income 

exceeds Rs. 30,000 but does not exceed 
Rs. 50,000. 

(8) where the total income 

exceeds Rs. 50,000 but docs not exceed 
Rs. 70,000. 

(9) where the total income 

exceeds Rs. 70,000 but does not exceed 
Rs. 1,00,000. 

(10) where the total income ex- 
ceeds Rs. 1,00.000 but docs not exceed 
Rs. 2,50,000. 

(11) where the total income ex- 
ceeds Rs. 2,50,000. 


Rates of Income-tax. 

5 per cent of the total income ; 

Rs. 250 plus 10 per cent of the 

amount by which the total income ex- 
ceeds Rs. 5,000 : 

Rs. 750 plur> 17 per cent of the 
amount by which the total income 
exceeds Rs. 10.000 ; 

Rs. 1,600 plus 23 per cent of the 

amount by which the total income 

exceeds Rs. 15.000 ; 

Rs. 2.750 plus 30 per cent of the 

amount by which the total income 

exceeds Rs. 20.000 : 

Rs. 4,250 plus 40 per cent of the 

amount by which the total income 

exceeds Rs. 25.000 : 

Ps. 6.250 plus 50 per cent of the 

amount by which the total income 

exceeds Rs. 30.000 ; 

Rs. 16.250 plus 60 per cent of the 
amount by which the total income 

exceeds Rs. 50.000 ; 

Rs. 28.250 plus 65 per cent of the 

amount by which the total income 

exceeds Rs. 70,000 ; 

Rs. 47,750 plus 70 per cent of the 
amount by which the total income 

exceeds Rs. 1.00.000 ; 

Rs. 1.52.750 plus 75 per cent, of the 
amount by which the total income 
exceeds Rs. 2.50,000. 


Provided that in the case of a person not being a non-resident individual 
(male or female) the amount of income-tax computed at the rates hereinbefore 
specified shall be reduced by— 

(a) Rs. 125 in the case of an unmarried individual (male or female) 

(b) Rs. 200 in the case of a married individual (male or female) who 
has no child. 

(c) Rs. 220 in the case of a married individual (male or female) 
who has one child mainly dependent on him or her. 
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ld> Rv 240 in the ease of a married individual (male or female) who 
lias more than one child mainly dependent on him or hci. 

In the case ot a married indi\idunl (male 01 female) whose ^pousc 
has a total income exceeding Rs. 4,000. the amounts of Rs. 200, R- 220 
and Rs. 240 should, however, be reduced to Rs. 125. Rs. 145 and Rs 165 
respecti\cly. 


No income-tax is deductible on a total income which is less than 
/WOO- To explain, if the total income foi the \ear ending 51st March. 
ijiT | ssessnicn ^ y° ar 1970-71) is Rs. 3,900 income-tax deductible shall be 
NIL, although income-tax on Rs. 3,900 [u 5% is Rs. 195 less personal 
allowance ol Rs. 125 will be Rs. 70 in the case of an unmamed individual 
(male or female). 


In addition, income-tax deductible shall not exceed 40% of the amount 
y which the total income exceeds Rs. 4,000. To explain, if the total income 
ol an unmarried individual asscssee (male or female) is Rs. 4,050 the amount 
o income-tax deductible on Rs. 4,050 @ 5% i.e. Rs. 202 05 less personal 
allowance of Rs. 125 will be Rs. 77 05, but the amount shall be restricted to 
W/ Q of Rs. 50 i.e. Rs. 20. 


In addition to spouse and children allowance dependent parents and 
grand-parents (having annual income of less than Rs. 1,000) allowance shall 
e f a °) v 5r d ^ rate °f Rs. 20 if the total income of the individual (male 

todfSSS? '/ C 1 SS tha r n Rs ,’ I 0 ’ 000 - To cx P lain ' if the total income of the 
» Z S V f n,ale or female) 1S less than Rs - 10-000 then in calculating the 
amount of income-tax the following amounts shall he deducted - 


individual (male 


(a) Rs. 125 plus Rs. 20 i. e. Rs. 145 for an unmarried 
ol * ern '-dc) having dependent parents. 

r ^ s * 200 plus Rs. 20 i. c. Rs. 220 for a married individual (male or 

female) having dependent parents. 

f P^ us R s - 20 i. c. Rs. 240 for a married individual (male oi 

icmalc) having one dependent child in addition to dependent parents. 

f ^ s * plus Rs. 20 i. e. Rs. 260 for a married individual (male or 
parents iaVing more than one de P cndent child in addition to dependent 


I ”. .! :J aSC of a ™ arn i d '" dividual or female) wlio.se spouse 

nd R?l r m | l T <!dm8 Rv 4,000, the amounts of Rs. 220. Rs. 240. 
respectively! 0 howcvcr ’ bc reduccd ,0 Rs 145. Rs. 165 ami Rs. 185 


Surcharge of Income-tax. 


The amount of income-tax calculated after adjustment of n»r. n mi 
allowance spouse allowance,' children allowance and parents allowance^twhere 
applicable) shall be increased by a surcharge at the rate of 10°/ of such 
lc has been explaiaed fully m tbf iCnLi ° h 
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I Ik* rales fos the Accounting year 1 4 70 l« 31.3.71 
(Assessment year 1971-72) are as follows 


Rates i>f income-tax. 

(1) \ heic the total iik >me doe Nil 

not exceed Rs S ()()() 

(-’) " here the total income c\- 10 pet cent of the amount by which 

ceeds Rs 5,000 but docs not the total income exceeds Rs 5 000- 
exceed Rs 10,000 

(3) vvhcie the total income c\- Rs 500 plus 17 per cent of the 

ceeds Rs. 10,000 but docs not amount by winch the total income 
exceed Rs. 15,000 exceeds Rs. 10,000 ; 

(4) where the total income ex- Rs. 1,350 plus 23 per cent, of the 

ceeds Rs. 15,000 but does not amount by which the total income 

exceed Rs. 20,000 exceeds Rs. 1 ‘',000 ; 

(5) where the total income ex- Rs. 2,500 plus 30 per cent, of the 

ceeds Rs. 20,000 but does not amount by which the total income 
exceed Rs.25,000 exceeds Rs. 20,000 ; 

(6) where the total income ex- Rs. 4,000 plus 40 per cent of the 

ceeds Rs 25,000 but does not amount by which the total inc me 

exceed Rs 30,000 exceeds Rs 25,000 ; 

(7) where the total income e\- Rs. 6,000 plus 50 per cent, of the 

ceeds Rs 30 000 but does not amount by which the total income 

exceed Rs 40,000 exceeds Rs. 30.000 , 

(X) where the total income e\- Rs 11.000 plus 60 pei cent ot the 

ceeds Rs 40.000 but does not amount by whicn the total income 

exceed Rs 60,000 ev eeds Rs 40 000 

(9) where the total income ex- Rs 23.000 plus per cent oi the 

ceeds Rs 60 000 but does not amount by whuli the tot ti income 

exceed Rs 80,000 exceeds Rs 60 IKK). 

(II) where the total income c\ Rs 37,000 plus 75 pci cent of the 

ceeds Rs 80 000 but does nut amount by wlii'h the total income 

exceed Rs 1,00 000 exceeds Rs 80 000, 

(II) where the total income ex- Rs 52 000 plus 80 per cenl o, ihe 

ceeds Rs 1 00,000 but does amount by which ihe total income 

not exceed Rs 2,00,000 exceeds Rs I (X) ('00 , 

(1?) where the total income ex- Rs 1.32,000 plus 85 per cent ot the 

ceeds Rs 2 (X).OOO amount b) which the total income 

exceeds Rs 2 00 000 , 


Surcharge of Income-tax. 

The amount ol income-tax calculated as pci rates mentioned above 
shall be increased by a surcharge at the rate of 10% of such income-tax 
It has been explained fully m the illustiations 

Illustration 12. 

Sri Chintaharan Chatteijce, married with two dependent children teceivcs 
a monthly salary of Rs. 2,500. Calculate the amount of lax deductible 
therefrom during the years ending 31 st March, 1970 and 1971, 
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ANSWER 

Accounting year 1.4.69 to 31.3.70— Assessment year 1970-71 

Estimated total annual income under the head “Salary" R- s 30,000 

Income-tax payable on Rs. 30,000 
Less : Wife and Children Allowance 


Special Surcharge (<? 10% of Rs. 6,010 
Total amount deductible during the year 
ending 31st March, 1970. 


Rs 

30,000 

Rs. 

6.250 


240 

Rs. 

6,010 


601 

Rs. 

6,611 


Accounting year 1.4.70 to 31.3.71— Assessment year 1971-72. 

1 stimated total annual income under the head “Salary” Rs. 30,000 

Rs. 6.000 
600 

Rs. 6,600 

Occasionally employees get salat} free of tax. The real pay in that case 
is not only the amount of salary but the amount of tax as well, as they are 
liable to pay tax on such amount. If that is again paid by the employer, the 
process goes on ad infinitum. 

Illustration 13. 

Sri Dwijottam Dass (unman ied) receives a monthly salary of Rs. 1,000 
free of tax. Calculate his annual gross salary and the amount of tax payable 
by his employer during the years ending 31st March, 1969, 1970 and 1971. 

ANSWER 

Salary for the year ending 31st March, 1969 Rs. 12.000 

Add : Tax to be borne by the employer. 


Income-tax on Rs. 12,000. 

Rs. 10,000 Rs 750 

2,000 Cu 15% 300 



Rs. 

1,050 


Less : Personal allowance 


125 



Rs. 

925 


Special surcharge (Ft 10% of 

Rs. 925 (Rounded off) 


93 

Rs. 1,018 

Income-tax on Rs. 1,018 @ 15% 

Rs. 

153 


Special surcharge (a) 10% of 

Rs. 153 (Rounded off) 


15 

168 


Income-tax payable on 30.000 
Special surcharge (Iv 10% of Rs (i,000 
Total amount deductible during the year 
ending 31st March, 1971. 


Carried over 


Rs. 1,186 Rs. 12,000 
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Rs. 


Brought Forward 

Income-tax on Rs. 168 (® 15% Rs. 25 

Special surcharge (w 10% of 

Rs. 25 (Rounded off) 3 


Income-tax on Rs. 28 («)15% Rs. 4 

Special surcharge <w 10% of 

Rs. 4 (Rounded off) Nil 


81 

1,186 Rs. 12,000 

28 

4 1,220 


Gross Salary (Rounded off) 

Income-tax payable on Rs. 13,220. 

Rs. 10,000 Rs. 

3,220 (a 15% 


Rs. 13,220 


750 

483 


Rs. 


Less : Personal allowance 

Special surcharge 'u' 10% of Rs. 1,108 (Rounded off) 


Salary for the veai ond.ng 31st March. 1970 
Add : Tax to be borne b> the employer 

Income-tax on Rs. 12,000. 


1.233 

125 Rs. 1,108 


112 


Rs. 1,220 
Rs. 12,000 


Rs. 10,000 

Rs. 

750 


2,000 _ 17% 


340 



Rs 

1,090 


Less : Personal Allowance 


125 



Rs. 

965 


Special Surcharge 10%, of 

Rs. 965 (Rounded off) 


97 

Rs. 1.062 

Income-tax on Rs. 1,062 (a 17% 

Rs. 

180 


Special Surcharge ta 10% 


18 

198 

Income-tax on Rs. 198 i a 17%, 

Rs 

34 


Special surcharge % 10%, 


3 

37 

Income-tax on Rs. 37 (<i 17% 

Rs. 

6 


Special surcharge (<?' 10% 


2 

8 

Gross Salary (Rounded off) 




Income-tax payable on Rs. 13,310. 


750 


Rs. 10,000 

Rs 


3,310 (a 17% 


563 


- 

— — 

Rs. 1.313 

Less : Personal Allowance 



125 


Rs. 13.310 


Special surcharge (« 10% of Rs. 1,188 (Rounded oil) 


122 


Rs. 1.310 


I — 11 
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Salary for the year ending 31st March, 1971 
Add : Tax to be borne by the employer 
Income-tax on Rs. 12,000. 

Rs. 10,000 

2,000 @ 17% 

Rs. 

500 

340 


Rs. 12,000 

Special Surcharge @ 10% 

Rs. 

840 

84 

Rs. 924 


Income-tax on Rs. 924 @17% 

Special surcharge @10% 

Rs. 

157 

16 

173 


Income-tax on Rs. 173 @ 17% 

Special surcharge @ 10 % 

Rs. 

29 

3 

32 


Income-tax on Rs. 32 @ 17% 

Special surcharge @10% 

Rs. 

6 

J 

7 

1,136 

Gross salary (Rounded off) 




Rs. 13,140 


Income-tax payable on Rs. 13,140 

Rs. 10,000 

3,140 @ 17% 


Special surcharge @ 10% 


R.-. 500 

533 

Rs. 1,033 

103 


Rs. 1,136 


§ 7. Provident Funds and Super-annuation Funds — Fourth Schedule 

to the Act — Provident Funds are always favoured by the State as they 
encourage thrift. Persons contributing to such Funds are, therefore, entitled 
to certain tax concessions in respect of the same. 

(a) Provident Funds Act, 1925 deals with the Provident Funds 
maintained for the benefit of employees of Government. Railways, Local 
Authorities, Universities etc. Any contribution made by the employer with 
interest on accumulated balance is treated as “No Income” and as such excluded 
from the computation of total income. The employee's contribution will, 
however, be included, in the computation of total income. Relief in respect 
of income-tax will be allowed on the contribution up to one-fifth of salary 
or Rs. 8,000 whichever is less. Income derived from the investments of the 
Fund is treated as “No Income”, and as such totally exempt ftom income-tax. 
When the accumulated balance is repaid to the employee at the time of 
his retirement, it is treated as “No Income’- in his hand and is excluded from 
the computation of his total income for the relevant year. 

(b) Recognised Provident Funds— Besides the Provident Funds to 
which the Provident Funds Act, 1925 applies Provident Funds maintained by 
private employers which confirm to certain conditions, enjoy certain privileges 
in respect of income-tax. The main conditions, to which such Provident Fund 
must conform in order to secure these concessions are — 

(i) That the funds shall be vested in two or more Trustees or in the 
Official Trustee under an irrevocable Trust; 

(ii) That the employer shall not be entitled to recover any sum whatso- 
ever from the fund except where the employee is dismissed for misconduct or 
voluntarily leaves employment without adequate reasons ; 
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(iii) That in any case such recoveries shall be limited to the contribu- 
tion made by the employer himself, and to the interest in respect of such con- 
tributions or accumulations thereof ; 

(iv) That subscriptions of the employees and the contributions by the 
employer shall be regular and not casual ; 

(v) That the employer’s contributions shall not exceed the employee’s 
subscription as a rule ; and 

(vi) That the employees shall be employed in India or the principal place 
of business of the employer shall be in India. 

The tax concessions arc as follows -Thc employer's contribution 
up to 10% of the employee's salary (including dearness pay) shall not 
be included in the total income of the employee. The employee’s contribution 
up to , 1 /5th of his salary (including dearness pay) or Rs. 8.000 whichever 
is loWer shall be exempt from income-lax. In addition, the interest on 
the accumulated balance shall not be included in the total income of the 
employee provided the amount of the interest does not exceed I /3rd of the 
employee’s salary (including dearness pay) and that the interest is not calculated 
at a rate in excess of 6% The employer's contribution in excess of 10% 
of the employee's salary (including dearness pay) as also the interest in excess 
of 6% shall, however, be liable to income-tax in full. The accumulated balance 
due to an employee which includes interest on contributions, is also exempt 
from income-tax and is not included in the computation of his total income of 
the year in which the amount becomes payable. The contributions made by an 
employer to the individual accounts of his employees arc allowed as business 
expenditure, as the funo is an irrevocable trust. Income on the investment 
held by the fund is also exempt from income-tax. 

When in any year an assessee has ceased to be an employee participating 
in a recognised Provident Fund and has been declared by the employer main- 
taining the Fund not to be eligible to receive the whole of the accumulated 
balance due to him, so much of his incom< as is assessable for that year shall 
be exempted from income-tax and shall be excluded from the computation of 
his total income for the purpose of the Act as is equivalent to so much of the 
accumulated balance due to him as he has not been paid or is not payable to 
him, and if such amount exceeds the amount of his income in that year, so 
much of his income in the following year or years as is equal to the amount 
of such excess shall be so exempted and excluded from the computation of 
total income in such year or years. 

(c) Unrecognised Provident Funds — Contributions made by an employee 
to a Provident Fund not iccognised by the Department arc not exempt from 
income-tax. At the same time, the employee does n 't pay any tax on the 
employer’s contribution and interest credited on the accumulated balance as 
these are not treated as income in his hands. As the fund is unrecognised, 
interest or other income arising out of investment thereof will be taxed in the 
hands of the fund itself as an ‘association of persons'. 

Contributions by an employer to a Private Provident Fund are allowed 
as a deduction if the fund is constituted as an irrevocable trust and if no part 
of the employer’s- contributions can be recovered by him, and further, the 
employer has made effective arrangements for deduction of tax at source from 
any repayments made from the Fund. If the Fund remains in the hands or 
under the control of the employer by merely setting aside the money in his 
books without creating an irrevocable trust, then no deduction can be allowed 
in the year in which the contributions are made. The total amount of perio- 
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dical contributions will be allowed as a deduction to the employer in the year 
in which the accumulated balance is repaid to the employee, even though it 
includes contributions of earlier years, the reason being that the expenditure 
is actually incurred at the time of repayment. 

Repayment from unrecognised Provident Funds are liable to income-tax 
in the year of repayment in the hands of the recipient to the extent of 
the employer’s contributions and interest thereon. Balance of the accumulated 
amount consisting of his own contributions and interest thereon is neither 
liable to any tax nor is included in the total income for rate purposes. The 
recipient is, however, entitled to get relief under Section 89 if the inclusion 
of the employer’s contribution and interest thereon makes him liable to pay 
tax at a higher rate than that at which he would otherwise have been liable. 

(d) Approved Super-annuation Fund— Superannuation Funds are in 
the nature of Funds maintained by Insurance Companies. The employees 
contributing a certain amount from theii salary which in fact represents premia 
for securing to them or to their dependents an annuity or pension at the time 
of their death or retirement and the employer making similar contributions 
to the fund. When a Super-annuation Fund is approxed on the lines similar 
to those for the recognition of Provident Funds, the employee's contributions 
are exempted from payment of income-tax. The contributions arc. however 
included in the total income of the employee for rate purposes. Employer's 
contributions are not regarded as the income of the employee as the amount 
is not presently due to him and, as such, is not taxable in his hands. Income 
derived from the investments of the funds is treated as “No Income", and is 
not liable to any income-tax. 

Contributions made by the employer will be treated as business expenditure 
in his hands. If the contribution is not an ordinary annual contribution it 
will be treated either as an expense incurred in the year in which the sum is 
paid or as an expense to be spread over a number of years as the Central Board 
of Direct Taxes may determine. 

When the annuity or pension is paid to the employee it will be treated 
as income in his hands under the head “Salary." If, however, an amount is 
paid out of the Fund on the death of the employee or in lieu of or in commu- 
tation of an annuity or by way of refund of contributions on the death of the 
employee or on his leaving the employment, then no tax is payable thereon. 
On the other hand, if any contribution (including interest thereon) is repaid to 
an employee while in service, then income-tax shall be deducted by the Trustees 
of the Fund at the average rate of tax at which the employee was liable during 
the preceding three years. 


(e) Unapproved Super-annuation Funds — Contributions made by an 
employee to a Super-annuation Fund not approved by the Department arc not 
exempt from income-tax. The employee will not at the same time be called 
upon to pay any tax in respect of his employer’s contributions. The Fund will 
not also get any tax exemption in respect of its income from investments. 


Contributions to an unapproved Super-annuation Fund by an employer 
are treated as business expenditure if the Fund is constituted as an irrevocable 
trust and if no part of the employer’s contributions can be recovered by 
™“* , If) the °, ther hand, Fund remains in the hands or under the 
the ei 5 pl oyer, then no deduction can be allowed in respect of the 
contributions made by him. Actual payments of pension to employees or to 
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their widows or children should be allowed as business expenditure if the 
pensionary payment is fixed and recurring one. Pension paid to persons who 
had at any time a share of interest in the business should, however, be 
disallowed. 

When the employee gets the pension at the end of his service career, the 
same will be treated as income in his hands and taxed as “Salary.” Lump 
sum repayment from an unapproved Super-annuation Fund in lieu of recurring 
pension are also liable to income-tax in the hands of the recipient in the year 
of repayment to the extent of the employer’s contributions ^md interest thereon. 
He is, however, entitled to get relief under Section 89. 

(f) Approved Gratuity Fund — The main conditions for approval are : 

(i) That the Fund must be established under an irrevocable Trust. 

tii) That 90% of the employees shall be employed in India. 

(iii) That the sole purpose of the fund shall be the provision of gratuity 
to the employees on their retirement or to the widows, children or 
dependents of such employees on their death. 

(iv) That the benefits shall be payable in India. 

Contributions made by the employer will be treated as business expenditure 
in his hands. W ne:. any gratuity is paid from the Fund, it will be treated as 
salary in the hands of the employee, but the amount will not be included in 
the total income to the extent of 15 months' axcrage salary with a maximum of 
Rs. 24,000. 

Under departmental instructions, “Salary” means the periodical pay- 
ments made to the employee as remuneration for the services (i.e.. basic salary). 
Any payments made to him by way of allowances or perquisites, or any 
payment in the nature of amenity, benefit or bonus should not, therefore, be 
taken into consideration as “Salary” for the purpose of calculating the amount 
of exemption. “Each year of completed se vice” means a period or periods of 
twelve months’ service rendered by the employee reckoned from the date on 
which he commenced service w ith his employer. “Three years” means three 
“Calendar years” (commencing from 1st day of January and ending on the 31st 
day of December) immediately preceding the “Calendar year” in which the 
gratuity is paid to the employee. 

t) 8. Deduction on account of Life Insurance Premia & Provident Fund 
contributions (Section 80C) — Income-tax is not chargeable in respect of sums 
which the assessec by condition of his employment is required to spend out 
of his remuneration wholly, necessarily and exclusively in the performance 
of his duties. The amount is treated as “No Income", as such is excluded from 
the computation of total income. The cost of travelling from a person's residence 
to his place of employment is not admissible nor are any expenses of a private 
character is allowable. 

Income-tax is not payable in respect of (1) any sums deducted from salary 
payable to a Government employee, in accordance with the conditions of his 
service, for the purpose of securing to him a deferred annuity or of making 
provision for his wife or children : (2) any contributions to a Recognised 
Provident Fund by the employee up to l/5th of the salary subject to a maximum 
of Rs. 8,000 : # (3) any sums paid out of taxable income to effect an insurance on 
the life of the assessee or his w ife or children. 


Out of the premia paid in respect of the policy that covers the risk of 
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sickness and accidental injury and also the risk of death, only so much as is 
attributable to the risk of death is admissible as a deduction from the income 
liable to tax. Insurance premia payable in foreign currency should be converted 
at the rate of exchange in force on the days on which the premia are paid. No 
relief is admissible on premia paid out of income accruing or wising outside 
India unless such foreign income is chargeable to Indian income-tax. 

The aggregate of any sums to be deducted shall not exceed 30% of the 
total income of the assessee subject to a maximum of Rs. 15,000. This 
allowance is further restricted to 10% of the capital sum assuied excluding 
bonus, etc. i.e., if the policy is for Rs. 1,000. the maximum premium exempted 
should be Rs. 100 only. The deduction is restricted to 60% of the first 
Rs. 5,000 of the insurance premia. Provident Fund contribution etc., and 50% 
of the remaining amount eligible for deduction (vide Chapter XV § I). 

Illustration 14. 


From the following particular compute t he total income of Sii Rama 
Ranjan Rikshit, Financial Advisei of kastcin Electiical Ltd , since 1-4-1960. foi 
the financial year ended 3!st Match. 1970 on which Income-tax is payable. 

(1) Basic Salat y Rs. 3.000 per month 


( 2 ) 

(3) 

(4) 

(5) 


( 6 ) 


(7) 


( 8 ) 


Dearness Allowance 
House Rent Allowance 
Entertainment Allowance 
Provident Fund contribution to Ofliee Recog- 
nised Provident Fund to which the employer 
also contributes equal amount 
Life Insurance Premium deducted fro m sala ry 
under Salary Saving Scheme on a policy 
for Rs. 75,000 

Sri Rakshit pays rent on a residential acco- 
mmodation hired by him in Central Calcutta 
at Rs. 750 per month He occupied this 
accommodation foi 8 months but received 
the allowance for the whole year. 
Accumulated Balance in Prov. Fund on 
1-4-69 was Rs. 60,000 at his credit on which 
interest (a 12% was credited for the year 
1969-70. ' 


600 

375 

900 


375 


750 


ANSWER 


Computation of total income for the year ended 
31st March 1970 (Assessment year 1970-71). 


( 1 ) Basic Salary 

(2) Dearness Allowance 

(3) Employer's Contribution to the 
Provident Fund 

Less 10% of Basic Salary 

(4) Interest on accumulated Balance 
of Rs. 60.000 in Prov Fund (a) 12% 
Less : Admissible deduction (a* 6% 


Rs. 36,000 
7,200 

Rs. 4,500 

3,600 900 


Rs. 7,200 

3,600 3,600 


Rs. 47,700 


Carried over 
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Brought Forward 

(5) Entertainment Allowance (The entire amount is 
includible as Sri Rakshit was not in receipt of this 
allowance before 1-4-55 in the present employment) 
(61 House Rent Allowance 
/m For the period no accommodation 
was hired — Rs. 375 x 4 
(b) For the period accommodation 
was hired (8 months) 

(i) Allowance received Rs.375 / 8 Rs. 3,000 

(ii) Rent paid less 10% of Basic 

salary (Rs. 6,000-2,400) Rs. 3,600 



(iii) 20% of Basic Salary for 8 months Rs. 4,800 


Rs. 47,700 


10,800 


Rs. 1,500 


(iv) Maximum limit (a: Rs. 300/ 8 

Surplus amount to be included 
(Rs. 3,000 less Rs. 2.400) 


Rs. 2.400 


Rs. 600 


Gross Salary Income Rs. 60,600 

Deduction l.v. Provident Fund and Life Insurance Premium. 


Prov. Fund Contribution 
Life Insurance Premium — Actual amount paid 
Rs. 9,000 but the amount qualified for deduction 
is limited to 10% <4 Policy amount 


Rs. 4.500 


Rs. 12.000 


Deduction on 1st Rs. 5,000 fa 60% 
„ „ next 7.000 >a 50% 

Income-tax payable on 


Rs. 3.000 
3.500 


Rs. 54,100 


Illustration 15. 

Sri Brijmohan Baysack is employed in Standard Stationers Ltd., since 
1-4-50 at Calcutta. His salary is Rs 3,000 per month and House Allowance at 
Rs. 450 per month with effect from 1-4-69. He was sanctioned an Entertainment 
Allowance at Rs. 250 per month with effect from the date of his joining the 
service subject to an increase of Rs. 25 on completion of 12 months service. 
From the following additional particulars compute his total income for the 
financial year 1969-70 on which income-tax is payable. 

(1) Contribution to the office recognised Provident Fund at Rs. 300 per 
month, the company also contributing the same amount. 

(2) Sri Baysack pays rent at Rs. 525 per month for occupying a house 
in Bidhan Sarani, Calcutta-6. 

(3) Sri Baysack paid the following Life Assurance Premia during the 
financial year 1969-70, out of his income. 

(a) On his Own life Rs. 3,500 Policy for Rs. 70,000 

(b) On his Wife’s life 4,200 „ „ 60,000 

(c) On his Son’s life 800 „ „ 20,000 

(4) Sri Baysack received an Annuity warrant for Rs. 900 during the 
financial year 1969-70 representing repayment and interest on the 
Annuity Deposit made by him in earlier years. 
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(5) Sri Baysack has actually spent Rs. 8,000 during the financial year 
1969-70 on the entertainment in connection with the business of 
the company. 


ANSWER 

Computation of total income for the year ended 
31st March 1970 (Assessment year 1970-71). 

1 . Basic Salary 

2. Entertainment Allowance at Rs 725 per month 

3. House Rent Allowance R> -5,400 


Rs. 36,000 
8,700 


(0 

Actual amount received 


Rs 5.400 

(ii) 

Rent paid 

Less . 10°'ofsalar> 

Rs. 6.300 
3.600 

Rs. 2.700 

(iii) 

20 % of Salaiy 


Rs 7.200 

(iv) 

Maximum limit 


Rs 3.600 


Surplus amount to be included 

Rs. 5,400 less Rs. 2.700 

Less : Entertainment Allowance admissible 
(i) Amount received during the veai 

Rs. 8,700 

2,700 

Rs. 47,400 
4,200 

(ii) Amount received during the year 
1954-55 (a Rs 350 per month 

Rs. 4,200 


(in) 20% of Basic Salary 

Rs 7,200 


(i\) Maximum limit 

Rs 7,500 


Gross Salary Income 

Income from other sources : Refund 

Annuity with interest 


Rs. 43,200 

900 

Gross Total Income 

Less : Deduction for Pi evident Fund and L 
Assurance Premia — Prov. Fund 

Life Assurance Premia on the policies ol 
self, wife and son 

Rs. 3,600 

8,500 

Rs 44,100 


Rs. 12,100 


Deduction on 1st Rs. 5,000 (6 60% 

„ „ next 7,100 (a 50% 

Rs. 3,000 
3,550 

6,550 


Income-tax payable on Rs. 37,550 


IllustratktoJIb. 

Mr. Robinson Rebello is posted as General Manager in a shipping 
Company handling passenger and cargo traffic at Calcutta. From the following 
particulars compute his total income for the financial year 1969-70 on which 
income-tax is payable. 

(1) Basic Salary Rs, 2,500 per month. 
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(2) Dearness Allowance Rs. 500 per month (included in salary for calcu- 
lating superannuation benefits). 

(3) Entertainment Allowance Rs. 750 per month. Mr. Rebello is in 
receipt of this allowance continuously from the same employer from 
1950 but upto 31st March, 1960 he received at the rate of Rs. 500 
per month thereafter it was increased to Rs. 750 per month. 

(4) Mr. Rebello contributed Rs. 250 per month to the office Recognised 
Provident Fund and his employer also contributed the same amount. 

(5) The company hired a flat at Alipore at Rs. 2,000 per month and 
provided the same to Mr. Rebello free of any rent. 

(6) The company also provided furniture which was hired at Rs. 700 per 
month. An air-conditioner and a refrigerator owned by the company 
(actual cost Rs. 6,000) was also provided to Mr. Rebello. The 
company incurred Rs. 500 during the financial year 1969-70 for 
repairs, etc. 

(7) The company provided a Mali to look after the garden and a 
Chowkidar for protecting the flat. Salary paid to Mali Rs. 100 per 
month and to the Chowkidar Rs. 150 per month. 

(8) The company provided a station wagon of 22 H. P. for exclusive and 
private use of Mr. Rebello and his family members. The running 
and maintenance expenses including normal wear and tear during 
the financial year 1969-70, amounted to Rs. 500 per month. 

(9) The company paid Rs. 5,000 in March, 1970 for the educational 
expense of Mr. Rcbello's son studying outside India. 

(10) Mr. Rebello paid during the financial year 1969-70 Life Assurance 
Premia on hi' own life amounting to Rs. 10,000 (Assured sum being 
Rs. 80,000). 

(11) Electricity, Gas and Telephone bills amounting to Rs. 4,000 were 
paid by the company during the financial year 1969-70. 

(12) The company arranged a free pleasure trip to the coastal cities of 
India for Mr. Rebello and his family members in one of the steamers 
of the company. 


ANSWER 


Computation of total income for the year ended 
31st March 1970 (Assessment year 1970-71) 

(1) Babe Salary Rs. 30,000 

(2) Dearness Allowance (i.e. Dearness Pay) 6,000 

(3) Entertainment Allowance Rs. 9.000 

Less : Amount deductible (Note 1] 6.000 3,000 

(4) Benefit in respect of Mali and Chowkidai provided 
by the company. (These are not exempted as the 

building is not owned by the employer) 3.000 

15) Benefit in respect of the stationwagon provided by the 
company (Since the stationwagon is exclusively used 
by the employee the entire cost (irrespective of its 
H. P. rating) of running and maintenance including 
normal wear and tear will be treated as a perquisite 
[Rule 3 (cXiv)] 6.000 

(6) Benefit in respect of Electricity, Gas and Telephone 

Bills paid by the company (Rule 3 (d)] 4,000 


Carried over 


1—12 


Rs. 52,000 




Deduction on 1st Rs. 5,000 ( t 60% Rs. 3.00(< 



,, next 6,000 (ii'_ 50% 

3.000 

6,000 

Income-tax payable on 

Notes : 

I. Entertainment Allowance Admissible 

(i) Amount received during the year 


Rs. 67,050 

Rs. 9,000 


(ii) Amount Received in 1954-55 


Rs. 6,000 


(iii) 20% of salary (exclusive of any 
allowance and benefits) 


Rs. 6,000 


(iv) Maximum limit 


Rs. 7,500 


Amount admissible being the lowest 


Rs. 6,000 

n. 

Perquisite in respect of Rent-Free Furnished Quarter 

(1) Basic Salary 

(2) Dearness pay 

(3) Inadmissible Entertainment 

Allowance (Rs. 9,000 less Rs. 6,000) 

Rs. 30,000 
6,000 

3,000 

Salary for the purpose of calculating perquisite 


Rs. 39,000 
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III. Benefit arising out of free pleasure trip to the coastal cities of India 
should not be treated as taxable perquisite as the company is dealing in 
the carriage of cargo and passengers and the journey was performed 
in one of the company’s steamers. [Rule 3 (f )] 

Illustration 

Fanindra Nath Sarkar, married with more than one dependent child received 
during the year ended 31st March, 1969 Rs. 16,000 as basic salary and Rs. 2,000 
as annual bonus. He contributed Rs. 2,000 towards his provident fund ; a 
similar amount was contributed by his employer. Interest (a 7% amounting to 
Rs. 700 was credited to his Provident Fund Account. He paid Rs. 2,000 as Life 
Insurance premium (Capital sum assui cd being Rs. 25,000). Calculate the amount 
of income-tax payable by him if the Provident Fund is registered (1) under the 
Provident Fund Act, 1925, (2) recognised under the Income-tax Act, 1961, or 
(3) unrecognised private Fund. 

ANSWER 

(1) If the Provident Fund is registered under the Provident Funds Act, 1925. 


Basic Salary for the veai ended 31st Maich. 1969 Rs 16.000 

Annual Bonus 2.000 


Gross Salaiy Income Rs 18.000 

Less : 60% of Employees’ contribution to Provident Fund and 

Life Insurance Piemium (60% of Rs. 2.000 —2.000) 2.400 


Total Income Rs. 15.600 

'V 

Income-tax payable on Rs. 15,600 at the rates 
ruling in the Assessment year 1969-7p. 


Rs 15,000 Rs 1,500 

600 u 20% 120 

Rs. 1.620 


Less: Wife and children allowance 240 Rs. 1,380 

Special Surcharge payable i« 10%, 138 

Total amount payable Rs. 1.518 

(2) If the Provident Fund is recognised under the Income-tax Act, 1961. 

Basic Salary for the year ended 31st March. 1969 Rs. 16.000 

Annual Bonus 2.000 

Employer’s contribution to Prov. Fund Rs 2,000 

Less : 10% of Basic Salary 1,600 400 

Interest on Prov. Fund (<< 7% 700 

Less : Proportionate amount (a 6% 600 100 

Gross Salary Income Rs- 18,500 

Less : 60% of employee's contribution to Provident Fund and 

Life Insurance premium (60% of Rs. 2,000 +2,000) 2,400 

Total Income Rs- 16100 
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Income-tax payable on Rs. 16,100 a * the rates 
ruling in the Assessment year 1969-70. 

Rs. 15,000 Rs. 1.500 

1,100 (a 20% 220 


Rs 1.720 

Less : Wife ami children allowance 240 

Rs. 

1,480 

Special Surcharge payable ■< 10°, , 


148 

Total amount payable 

Rs. 

1,628 

(3) If the Provident Fund is unrecognised private Fund. 



Basic Salat y for the year ended list March 1969 

Annual Bonus 

Rs. 

16,000 

2,000 

Gross Salary Income 

Less : 60% of Life Insuianoc premium ■>! Rv 2 000 

Rs. 

18,000 

1.200 

Total Income 

Rs. 

16,800 

Income-tax payable on Rs. 16,80(1 at the rates 
ruling in the Assessment year 1969-70. 



Rs. 15,000 Rs. 1.500 

1,800 (S' 20% 360 



Rs. 1.860 

Less : Wife and children allowance * 240 

Rs. 

1,620 

Special Surcharge payable @ 10% 


162 

Total amount payable 

Rs. 

1,782 


Illustration* / 

From the following particulars calculate the amount of tax payable by 
Mr. Emerson (married having more than one dependent child) for the 
assessment year 1969-70. (1) Basic Salary Rs. 21,000, (2) Family allowance 
Rs. 3,600, (3) Servant’s allowance Rs. 3,000 ,(4) Transport allowance Rs. 4,000, 
(5) Entertainment allowance Rs. 4,800, (6) High cost of living allowance 
@ 20% of Basic Salary. (7) Annual Bonus (a 20% of Basic salary. (8) Rent- 
free furnished quarter, (at Asansol) fair rent of which is Rs. 600 per month 
including furniture hire charges. Mr. Emerson contributed Rs. 2,100 towards 
Provident Fund (Recognised), a similar amount being contributed by his 
employer. Interest on Provident Fund (5} 6% basis was Rs. 1,000. He also 
paid Life Insurance premium amounting to Rs. 4,000. (Capital value being 
Rs. 1,00,000) and salary to a sweeper and night watchman amounting to 
Rs. 100 per month for proper upkeep of the quarter, 50% of the transport 
allowance was spent for the performance of his official duties. Mr. Emerson 
used to get Rs. 100 per month as entertainment allowance prior to 1st 
April, 1955. 
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ANSWER 


Computation of total income for the year ended 31st March, 1969. 
Assessment year 1969-70 


Basic Salary 



Us 21.000 

Family allowance 

Servant’s allowance 

Rs. 

3.000 

3,600 

Less : Admissible deduction 


1 ,200 

1,800 

Transport allowance 

Rs. 

4 000 


Less : Admissible deduction 


2 000 

2.000 

Entertainment allowance 

Rs 

4,800 


Less : Admissible deduction 


1.200 

3.600 

Value of Rent-free quarter 12 5 % of 

R> 

32.000 

4.000 

High cost of living allowance 



4.200 

Annual Bonus fa 20% of Rs 21 .000 



4 200 

Gross Total income under the bead “Salniy" 


Rs 14.4M) 

Less : Life fnsuiance premium and 




Provident Fund contribution 
60% of Rs. 5.000 

Rs 

3.000 


50% of Rs. 1.100 


550 

3 55n 

Total Income 



Rs s. 40.850 

Income-tax payable on Rs. 40,850 at the rates 



ruling in the Assessment year 1969-70. 




Rs. 30.000 

Rs 

6,000 


10,850 (a 50% 


5.425 



Rs 

11.425 


Less : Wife & Children allowance 


240 

Rs 11.185 00 

Special Surcharge '» 10% 



1 1 1S 50 


Rs 12.303 50 

Total Amount payable (Rounded off) Rs 12.304 


Note : As the amount of fair rent including furniture hire charge i e.. 

► Rs. 7,200 is less than 25 % of (Basic salary of Rs 21.000 Family alh wancc 
of Rs. 3,600, Servants allowance of Rs. 1.800, Transport allowance Rs. 2.000 
and Entertainment allowance of Rs. 3,600). the monetary equivalent of the 
furnished quarter has-been computed (<? 1 2 ' 5 ° basis. As the amount of bonus 
has not been paid according to service conditions, it has been excluded 
for the purpose of calculation of the monetary \alue of the rent-free 
Quarter. 
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“Salary” has different meaning for different purposes— 

(1) For calculating tax-free gratuity— [Section 10(10)]— salary means 
"Basic Pay”. (Before deduction of Income-tax, Prov Fund Contribution, 
loans etc.). 

(2) For calculating tax-free “entertainment allowance”— [Sec ion 16 (ni)J 

— salary means “Basic Pay”. 

(3) For calculating tax-free ‘Home Rent Allowance" -[Section 10 
(13A)]— salary means “Basic Pay” and *' Dearnc ss Pay" (i e. ‘Dearness 
Allowance” taken into consideration for the purpose of ictiremcut benents 
according to the service rules). 

(4) For calculating tax-free “employers’ contnbution to Piov. Fund 
[Rule 6 of Part A of the Fourth Schedule] and “employees’ Contribution to 
Prov. Fund ’—[Section 8()C(2) (d)]— salaiv means “Basic Pay" and “Dearness 
Pay" 

(5) For calculating taxable benefit in respect ol Rent-1 rce furnished 
or unfurnished accommodation provided to an employee. [Rule 3. Income- 
tax Rules. 1962]— salary means “Basic Pay". “Dearness Pay”, “all taxable 
allowances", “Bonus” and “Commission" payable monthly oi othenvise. 

(6) For the purpose of calculating the taxable benefit oi amenity 
granted or provided to an employee— [Section 17(2) (in) (c)] -salary means 
“annual cash emoluments” (i.e. exclusive of all non-monctary benefits, 
amenities etc.) exceeding Rs. 18.000— 

Revisional Problems 

Question Nos. 15, 16 17. 18. 19, 20. 26, 30, 31, 36, 40, 44 and 57. 



C HAPTER VIII 


HEADS OF INCOME (Continued) 

INTEREST ON SECURITIES (Sections 18 to 21) 

§ 'J. Income assessable under this head— Interest on the securities of the 
Central Government and State Government^ and on the debentures or other 
securities of money issued by or on behalf of a Local Authority oi a Company 
is assessable as “Interest on Securities”. But interest payable on debentures 
issued by associations, clubs or individuals is not assessable under this head, 
it being chargeable under Section 28 or 56 . Interest on securities of the 
Government of India issued, contracted and repayable in India, accrues and 
arises in India \ § **• when it is actually paid outside India. 

§ 2. Tax-free Securities (Section 86) — Interest on the security of the 
Central Government which arc issued or declared to be income-tax-free a»e 
exempt from income-tax. When a State Government issues a security as 
income-tax- free, the income-tax on interest thereon shall be payable by thru 
State Government. So far as investors are concerned, therefore, securities 
issued income-tax-free, whether by the Central or the State Governments, 
stand exactly on the same footing i c., income-tax is not payable on the interest 
received therefrom by the assessec, the interest should of course be included in 
the computation of his total income for the relative year for the purpose of 
deciding whether he is liable to income-tax as also for determining the rate at 
which his other income should be taxed. Tax-free securities, unlike tax-free 
salaries, arc not tax-added securities in the sense that the receiver of the interest 
is credited with a notional payment of income-tax. The owner therefore, is 
not entitled to get credit in respect of such tax constructively paid bv him ; 
not even in respect of tax-free securities issued by a State Government though, 
the tax in such case is paid to the Central Government by the Stale 
Government. 

Interest on Bonds issued by the Central Government under loan agree- 
ment with the International Bank for Reconstruction and Development has 
been excluded from the computation of total income in the hands of a non- 
resident (residents being liable to tax in full). Similarly, interest on 3J°-; 
Ten-year Treasury Savings Deposit Certificates has been excluded from the 
computation of total income in the hands of all categories of assessees. In- 
terest on securities held by the Issue Department of the Central Bank of 
Ceylon has also been excluded from the computation of the total income. 

§ 3, Admissible expenses (Sections 19 and 20) — In computing the income 

of an asscssee under this head, allowance should be made in respect of 
any sum deducted from such interest as commission by a Banker for collec- 
ting such interest on his behalf. Interest payable on money borrowed by the 
assessee for the purpose of investment in such securities is also an allowable 
expense subject to the condition that where the interest is payable outside 
India, the expense will not be allowed unless tax in respect thereof has been 
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paid or deducted at source or is recoverable from an agent of the recipient 
in India. 

In addition to these expenses, Banking Companies are allowed to claim 
proportionate amount of expenses incurred in respect of rent, repair, insu- 
rance premia, land revenue, local rates and taxes, commission paid to 
employees, etc. Total expenses incurred under the above heads will be 
allocated in proportion of the interest on securities (before deduction of tax) 
to the gross receipts from all sources. The proportionate amount of the 
expenses admissible against interest on securities will, however, be dis- 
allowed in computing the income under “business'’. Interest payable on 
borrowed capital should also be similarly allocated as follows — 


Total interest payable ) Interest on Securities (Gross) 

on borrowed capital [• 

) Gross receipts from all sources 


Occasionally the Government issues loans on tap i. e., the purchase 
price of the loan payable by a subscriber is increased by certain per cent weekly 
from the last date of payment of interest to the date of purchase, weekly in- 
crease being the net interest accruing on a de die in diem basis. At the end 
of the half-year however, full interest is paid to the holder. Where such 
interest is paid to the Reserve Bank of India, the Revenue Authorities should 
assess only the different between the full interest and the increase in price 
over the nominal value representing the interest paid in respect of the broken 
period. This concession, however, does not apply to ordinary commercial 
transactions involving the purchase and sale of securities in the open market 
where the price including the net interest for the broken period, is settled 
between the vendor and the vendee. (See § 6) 

It will be evident from the above tat there is nothing to prevent the 
net income under this head from being hegative as a result of the amount of 
interest paid exceeding the amount of internest received. 

§ 4. Deduction of tax at source (Section 193) — The person responsible 
for paying any income chargeable under this head shall deduct income-tax 
[Vide Chapter XXI § 1]. The person deducting income-tax shall furnish a 
certificate to the effect that income-tax has been deducted specifying the amount 
and the rate at which the deduction has been made. Any sum deducted shall 
be deemed to be income received by the assessee and shall be treated as payment 
of income-tax on his behalf the necessary credit being given to him in the 
assessment. 

It frequently happens that security-holders hand over their Securities 
and Bonds to their Bankers for collection of interest. In that event, the certi- 
ficate would be given to the Bank for the whole block of Securities. In such 
a case, the Income-tax Officer shall accept a certificate from the Bank and act 
upon it as if it were a certificate received direct from the person deducting 
income-tax at source. 


It is desirable that refunds should be avoided as far as possible. There are, 
for example, certain institutions, authorities and funds the income of which 
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is exempt from tax. Similarly, there are persons whose assessable income is less 
than Rs. 4,000 and as such are not liable to tax. There are other cases where 
the Income-tax Officer may be satisfied that income of a holder of a security 
while liable to tax is not likely to fluctuate so widely as to alter the rate appro- 
priate to the total income. The Income-tax Officer shall, in all proper cases, on 
the application made by the as-.essce, issue a certificate authorising the person 
paying the interest on securities to make no deduction of tax or to deduct tax at 
a specified lower rate. 

When the owner of a security to whom a certificate is granted has endorsed 
the security to his Bank for collection of interest, the officer responsible for 
paying the interest regards the Bank as the real holder of the security and takes 
no cognisance of any arrangement that may have been entered into between the 
security-holder and the Bank with the result that the certificates standing in the 
name of the real owner of the security granted by the Income-tax Officer 
becomes inoperative. Again, sometimes the collecting Bank purchases securities 
on behalf of its constituents and holds them in its own name and does not 
endorse them in favour of the constituents who are the actual owners. In such 
cases, the owners obtain exemption certificates from the Income-tax Authorities 
on production of the Bank’s safe-custody receipts issued in their favour. To 
avoid the possibility of paying officer refusing to act on these exemption certifi- 
cates, Treasurv Officers have been instructed to act on such certificates when 
presented along wuh a declaration by the Bank to the effect that the security 
continues to be the property of the person named as the owner in the exemption 
certificate. 

§ 5. Appreciation and Depreciation of Securities— When shares and 
securities are held by a company, firm or individual as part of its or his capital 
any appreciation or depreciation in their market value is outside the scope of the 
Income-tax Act, and similarly, when the value of the shares and securities so 
held is realised, the transaction is a capital transaction and no account should 
be taken for income-tax purposes of any profit or loss resulting from the sale. On 
the other hand, where a company, firm or an individual habitually uses part of 
its or his resources in the purchase of shares and securities with a view to 
obtaining profit on their sale and the subsequent reinvestment of the proceeds, 
the company, firm or individual is in altering its or his investments carrying on a 
trade for the sake of obtaining profit therefrom and the profits thus secured or 
losses incurred are trading profits or losses which must be taken into account in 
determining the assessment to income-tax. In such cases, appreciation or 
depreciation in the values of the .haies and securities would automatically be 
allowed in as much as the shares and securities would be treated as stock-in- 
trade and valued at cost price, or market price, whichever is lower. It will 
therefore, always be a question of fact to be decided on the merits of each case 
whether the changes in investment are of sufficiently systematic a character as to 
constitute the exercise of a trade, but if they arc, the profits therefrom are liable 
to tax and an allowance must be made for any losses in calculating the amount 
of tax payable. 

§ 6. Sale of Securities “cum” interest— -Interest on securities does not 
arise from day to day but on certain fixed days and w'here securities are 
purchased at a price expressed as a capital sum plus interest computed from the 
last due date to the date of sale, interest thus paid to the vendor is not deduc- 
tible from the interest actually received by the purchaser on the next due date, 
in assessing the purchaser under the head “Interest on Securities”. Where a 
security is sold “cum" interest after the due date for payment of interest, the 
purchaser drawing interest, and not the vendor, the vendor cannot claim for 

1-13 
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the purpose of assessment that the interest should be treated as his income and 
that he should be given credit for the amount of tax deducted therefrom ; on 
the other hand, if he is a dealer in securities, the profits from the purchase and 
sale of securities will be taxable in his hands. The mere quotation in the bargain 
of the estimated accrued interest does not establish a separate contract in respect 
of interest, and if it were considered to be a separate contract, it would remain 
part and parcel of the whole purchase consideration. 

§ 7. Treasury Bilk— The difference between the price paid for a Treasury 
Bill and the sum realised by the purchaser by holding the bill until maturity or 
converting it before maturity, represents a profit chargeable to income-tax as 
income from “ Other Sources” and the profit is not an accretion of capital. The 
profit thus made, constitutes income of the year in which it is received. 
Income-tax is not deducted at source in respect of this income. 

§ 8. Sterling Securities — Interest on Sterling securities and debentures 
which is payable outside India, should ordinarily be treated as foreign income 
since the right to receive the interest can be enforced only outside India. If 
however, the interest is received in India, it will be taxable in full. In the 
Finance Act, 1954, a provision was made by which interest on Sterling 
securities and debentures issued for public subscription before the 1st April. 1938 
was excluded from the computation of “Indian income" in the hands of 
non-residents. 

Illustration 19. 

From the following statement of account, compute the total income of 
Shri Gangadhar Ghosh. 


Date 

Particulars 

Deposits 

1969 


Rs. P. 

5th April 

Six month’s int. in 
3% Cal. Municipal 
Debs. 1966-67 for 
Rs. 30,000 less In- 
come-tax Rs. 90 00 
Surcharge Rs. 900 



Commission 75 P. 

350-25 

30th „ 

Salary for April 

150 00 

2nd May 

Self cheque No. 43207 
Six month’s int. on 
3% Cal. Port Trust 
Debs. 1967 for 

Rs. 40,000 less In- 
come-tax Rs. 120 00 



Surcharge Rs. 12-00 



Commission Re. 1 

467 00 

31st „ 

Salary for May 

15000 

28th June 

Int. on overdraft 
resulting from pur- 
chase of 3% Cal. 
Municipal Debentures 



Salary for June 

150 00 


Withdrawals Balance 

Rs. P. Rs. P. 

Dr. 5,49162 


400 -Ot 


126-25 


Dr. 4,750-62 



§§ 6 - 8 ] 


INCOME-TAX LAW AND PRACTICE IN INDIA 


99 


Date 

1969 

Particulars 

Deposits 
Rs. P. 

Withdrawals 
Rs. P. 

29th July 

Salary for July 

16000 


22nd Aug. 

Six month’s int. on 
3±% New Howrah 
Bridge Loan 1 966-67 
for Rs. 20,000 less in- 
come-tax Rs. 65 00 
Surcharge Rs. 650 
Commission 75 P. 

252 75 


? 1st „ 

Salary for August 

160 00 


2nd Sept. 

Self cheque No. 
43208 


600 00 

16th „ 

Six months' int. on 
4% Loan 1960-70 
for Rs. 10.000 less 
!” >mc-tax Rs. 40 00 
Surcharge Rs. 4 00 
Commission 50 P. 

155 50 


30th „ 

Salary r or September 

160 00 


8th Oct. 

Six months’ int. on 
3% Cal. Municipal 
Debs. 1966-67 for 
Rs. 30 000 less In- 
come-tax Rs. 9000 
Sui charge Rs. 9 00 
Commission 75 P. 

350-25 


29th .. 

Salary for October 

Self cheque No. 

43209 

160 00 

4.->0 00 

2nd Nov. 

Six months' int. on 
3% Cal. Port Trust 
Debs 1967 for 

Rs 40,000 less in- 
come-tax Rs. 120 00 
Surcharge Rs. 12 00 
Commission Re. 1 

467 00 


29th .. 

Salary for November 

16000 


30th Dee. 

Int. on overdraft 
resulting from pur- 
chase of 3% Munici- 
pal Debentures. 


103-75 


Salary for December 

160-00 



Balance 
Rs. P. 


Dr. 3.718 87 
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Date 
1970 
31st Jan. 
21st Feb. 


28th .. 
3rd Mar 
15tli 


29th .. 


Particulars 

Salary for January 
Six months’ int. on 
3£% New Howrah 
Bridge Loan 1966-67 
for Rs. 20,000 less 
Income-tax Rs. 65 00 
Surcharge Rs. 650 
Commission 75 P. 
Salary for February 
Self cheque No. 43210 
Six months' int. on 
4% Loan 1960-70 for 
Rs. 10,000 less 
Income-tax Rs. 40 00 
Surcharge Rs. 4 00 
Commission 50 P. 
Salary for March 


Deposits Withdrawals Balance 
Rs. P. Rs. P. Rs P 

160 00 


252-75 

160-00 

(.0000 


155-50 

160 00 Dr. 3.430 62 


ANSWER 

Statement of Interest on Securities 



Date 

Gross 

1/Tax 

l/Tax 

Com. 

Net 


of 


Sur- 




Credit 

Rs. P. 

Rs. P. 

charge 
Rs. P. 

Rs. P. 

Rs. P. 

3% Cal. Muni- 
cipal Debs. 1966- 

5-4-69 

45000 

9000 

1900 

0-75 

350-25 

67 for Rs. 30,000 

8-10-69 

450 00 

9000 

900 

0-75 

350-25 

3J% Cal. Port 
Trust Debs. 1967 

2-5-69 

600 00 

12000 

1200 

1 00 

467 00 

for Rs. 40,000 

2-11-69 

600 00 

12000 

12 00 

1 00 

467 00 

3 % New Howrah 
Bridge Loan 1966- 

22-8-69 

325-00 

65 00 

6-50 

0-75 

252-75 

67 for Rs. 20,000 

21-2-70 

325 00 

65 00 

6-50 

0-75 

252-75 

4% Loan 1960-70 

16-9-69 

20000 

4000 

4 00 

0-50 

155-50 

for Rs. 10,000 

15-3-70 

200 00 

4000 

800 

0-50 

155-50 



3,15000 

63000 

63 00 

600 

2,45100 


Statement of Total Income for the year ended 31st March, 1970 
Assessment year 1970-71 
Salaries Rs. 1 50 x 3 Rs. 450 

160 x 9 1,440 


Interest on Securities 
Less : Bank commission 

and interest on overdraft 


Rs. 


3,150 

236 


Rs. 1,890 


2,914 


Rs. 4,800 


Total Income (Rounded off) 



CHAPTER IX 


HEADS OF INCOME (Continued) 

INCOME FROM HOUSE PROPERTY (Sections 22 to 27) 

§ 1. Scope of the Sections— The tax shall be payable by an assessee 
under this head is respect of properties consisting of building or lands appurtenant 
to a building by the owner of such property. Lands not attached to a building 
are not chargeable under this head. The income derived from lands let out in 
urban areas for the purpose of storing material etc., is chargeable to tax under 
Section 56 — “Income from other sources”. Though the word ‘building’ on ordi- 
nary sense means a block of brick or stonework covered by a roof, for income-tax 
purposes it includes docks, warehouses, bridges, and the like. 

Every person who owns a house or building is liable to pay income-tax 
on the annual letting value of it whether he occupies it himself or lets it out to 
a tenant or lets it remain unoccupied His liability to pay income-tax arises 
from the mere fact of his owning the property having an annual letting value 
and not from his actually deriving any income from it. Even if he does not 
derive any income from it, as, for example, when he occupies it himself or lets 
it remain vacant, he is liable to pay tax. Even when he derives income, as. for 
example, when he lets it out on rent, he is liable to pay tax not on the actual 
amount of the rent but on the annual letting value. The annual letting value 
of the house may in mary cases be the same as the actual rent realised from it 
but it can also be different. [I. T. R., Vol. 49 (1963). page 55)] [Allahabad High 
Court decision] 

It is to be noted, therefore, that it is only the owner who is liable to 
pay tax undci this head. The question of ownership should be determined with 
reference to the accounting year, as such i! is immaterial even when the assessee 
has ceased to be the owner in the assessment year. Where a person derives an 
income from house property which he holds on lease, such income is 
chargeable under Section 56. Buildings or lands occupied by the owner thereof 
for the purposes of his own business, profession or vocation, the profits of which 
arc chargeable to tax, are not liable to pay tax under this head. The full 
profits of the business, profession or vocation without any deduction for such 
buildings or lands arc chargeable under Section 28. But where a man who has 
invested his capital in house property and who keeps an office and a staff of 
rent collectors, clerks etc., is not carrying on a business. He is merely taking 
the ordinary steps necessary for enjoying the income from his property and the 
fact that the owner is a limited company having a place of business does not 
make any difference. Income derived from property belonging to a company 
which has been incorporated for the purpose of owning and letting out such 
property is not assessable as income derived from business, but should be assessed 
under Section 22 of the Income-tax Act. 

The respondent (National Storage Private Ltd.) purchased a plot of land 
at an approved place and constructed thereon godowns for the stoarge of films. 
There were 13 units. Each unit was divided into 4 vaults having a ground floor 
for rewinding of films and an upper floor for storage of films. The walls and 
the ceilings were of a particular width and automatic fireproof door was 
installed in one wall which would close immediately on the outbreak of fire. 
These units were constructed in conformity with the requirements and specifica- 
tions laid down in the Cinematograph Film Rules, 1948. The Vaults were 
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licensed to film distributors. Under the licence the vault could not be used for 
any purpose other than storing cinema films and the ground floor could be used 
only for the purpose of examination, cleaning, waxing and rewinding of films. 
The licensee could not transfer or sublet. A key to each vault was retained by 
the vault-holder but the key to the entrance which permitted access to the vaults 
was in the exclusive possession of the respondent. The respondent installed a 
fire alarm and paid an annual amount to the municipality towards fire services. 
It maintained a regular staff and also paid for the entire staff of the Indian 
Motion Picture Distributors Association for services rendered to licensees. It 
opened in the premises a railway booking office free of charge for despatch and 
receipt of film parcels. A canteen was also run in the premises for the benefit 
of the vault-holders and a telephone had been provided for them. The licensees 
paid monthly charges for the use of the vaults 

It was held by the Hon'ble Supreme Court that the respondent was carry- 
ing on an adventure or concern in the nature of trade and the subject 
which was hired out was a complex one. The respondent was in occupation 
of all the premises for the purpose of its own concern, the concern being 
the hiring out of specially built vaults and providing special services to the 
licensees. The return received by the lespondent was not income derived 
from the exercise of property rights only, but was income received from 
carrying on an adventure or concern in the nature of trade. The income 
arising from licensing the vault to vault-holders had, therefore, to be com- 
puted under Section 10 (old section) of the Indian Income-tax Act, 1922, 
and not under Section 9 (old section) [I. T. R. Vol. 66 (1967), page 596] 

Where building is owned jointly by two or more persons and their 
respective shares are ascertainable, the co-owners should not be assessed as an 
association of persons, but each of them should be assessed individually in 
respect of his share of the income. In the case of impartible estates, the estate 
holder is regarded as the individual owner fpr the purpose of this section and 
instead of the Hindu undivided family being assessed, the holder should be 
assessed in his individual capacity on the income from the properties. 

N, a Hindu governed by the Dayabhaga school of Hindu law, received 
certain immovable properties by w ay of gift from his mother out of assets 
bequeathed to her by his father. N died intestate in 1940 leaving him surviving 
his widow and his only son, the petitioner. For many years they were separately 
assessed in regard to the income from the immovable properties. In December, 
1959, the Income-tax Officer sent a letter to the petitioner stating that he was 
of opinion that the income should have been assessed in the hands of the Hindu 
undivided family and gave an opportunity to the petitioner to produce evidence 
in support of the petitioner’s contention. The petitioner thereupon applied to the 
High Court for the issue of a wiit objecting to the proposal of the Income-tax 
Officer : It was held by the Hon'ble Calcutta High Court that as the widow 
and the son, being governed by the Dayabhaga school of Hindu law, had 
defined shares in the properties, they could not be assessed in the status 
either of an association of persons or of -a Hindu undivided family. The 
tax had to be assessed separately on the individuals on the basis of their 
respective share of the income from the properties. [I. T. R., Vol. 47 (1963), 
page 927] 

Where the son and the widow of R, a Hindu governed by the Dayabhaga 
system of Hindu law, inherited R’s properties and under the Dayabhaga system 
of law, read with Section 3(1) of the Hindu Women's Rights to Property Act, 
1937, and Section 14 of the Hindu Succession Act, 1956, each of them became 
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entitled to a definite half share in the properties inherited. It was held 
by the Hon’blc Calcutta High Court that the share of each of them in 
the income from the house properties inherited should be included in his 
or her individual total income , for the purpose of assessment to income-tax 
under Section 9(1) (old section) read with Section 9(3) (old section) of the 
Indian Income-tax Act, 1922, though they may be members of an undivided 
family. (I. T. R., Vol. 59 (1966), page 216] 

In the case of S. N. Syed Mohammed Sahcb & Bros vs. Commissioner of 
Income-tax Kerala, the Hon’ble Kerala High Court observes as follows : 

In our opinion, Section 22 deals with a case where the asscssee is the 
owner of the house property, whereas Section 26 applies to a case where the 
assessce f is an association of persons and the members or the persons 
constituting such association own the house property in definite and 
ascertainable shares, in other words, as co-owners. To put it differently. 
Section 26 applies to a case where the controversy is whether the income from 
the house property should be included in the total income of an association of 
persons or whether the income should be assessed in the hands of the persons 
who constitute such association. Putting the idea again differently, in a case 
where the controversy is whether the income of the house property should be 
included in the total income of a firm, a company or a joint Hindu family, or 
should be assessed in the hands of the members of the firm, company or joint 
Hindu family. Section 26 does not come into operation : in all these cases, 
Section 22 alone applies. [I T. R. Vol. 68 (1968), page 792] 

Members of Tenants’ Ownership Co-operative Housing Societies or 
Tenants’ Co-partnership Co-operative Housing Societies to whom a building 
built by the societies has been allotted or leased should be treated as owners of 
the said building and assessed individually in respect of its income. The 
societies should not be charged to tax in respect of the income from the said 
building. 

§ 2. Annual value of a building let out to tenants — Tax under the head 
“income from house property” is chargeable in respect not of any actual rental 
or cash received but of the “annual value”. The annual value of a building is 
the full annual rent at which the building could be let from year to year if the 
owner bears all owner’s burdens including municipal rates and taxes chargeable 
on the owner and if the tenant bears all tenant's burdens including municipal 
rates and taxes chargeable on the tenant. It differs from the actual annual 
rent payable on a long-term lease or the actual rent payable on daily basis. 

With effect from the assessment year 1969-70. the entire amount of municipal 
tax paid by the owner shall be deducted in determining the annual value irrespective 
of the year in which the building is constructed. Any portion of the municipal tax 
paid by the occupier should be ignored for adjustment of the annual value. 

In addition, the rent payable by a tenant may include charges for 
amenities provided by the owner such as maintenance of lift, garden, lights 
in the staircase etc. for common use of the occupants. In such cases, the 
annual value should be determined after deducting such charges for ameni- 
ties included in the annual rent. 

In the case of houses, the erections of which were started and completed 
after the 1st April, 1961, the annual value will be reduced by the amount of such 
annual value with a maximum of Rs. 600. This concession in admissible for 
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3 years from the date of completion. If the resultant amount is a negative 
figure, the annual value should be taken at NIL. 

§ 3. Annual value of a building occupied by the owner for residential 
purposes should be computed on the same basis of annual value discussed 
earlier. Thereafter, the amount should be reduced by 50% or Rs. 1,800 which- 
ever is less. This reduced figure should not, however, exceed 10% of his 
income from “remaining sources” without any deduction in respect of Life 
Insurance Premia, Prov. Fund contribution etc. in terms of Chapter VIA mid 
Annuity paid under Section 280-0. To explain if the income from “remaining 
sources” is Rs. 30,000 the annual value of the dwelling house shall be limited to 
10% of Rs. 30,000, i.e. Rs. 3,000. From this amount of Rs. 3,000 the statutory 
deduction for repairs and other expenses should be deducted to arrive at the net 


monetary equivalent of the dwelling house. 

To explain— 



Salary & Allowances 


Rs. 

18,000 

Interest on Securities 



2,000 

Income from Properties let out to tenants 



10,000 

Income from remaining sources 


Rs 

30,000 

Dwelling House ic? 10°/ o of Rs. 30,000 

Rs 3.000 



Less Statutory Allowance for repair 

500 


2.5(H) 

Total Income 


Rs. 

32,500 


If the rental value of the dwelling house is Rs 6,000 then the computation 
shall be on Rs. 4,200 (Rs. 6.000 less Rs. 1,800) but the amount shall be limited 
to Rs. 3,000 being 10% of the income from the “remaining sources” of Rs 30.000. 
The net annual value shall of course be Rs. 2.500 (Rs. 3.000 less Rs 500 for 
repair). If, on the other hand, the rental value of the dwelling house is 
Rs. 4.200 then the computation shall be on Rs 2.400 (Rs 4,200 less Rs. 1,800) as 
this amount is less than Rs. 3,000. The net annual \alue shall of course be Rs. 2,000 
(Rs, 2,400 less Rs. 400 for repair). 

Since a fictional person cannot physically reside, an assessec other than 
individual (including Hindu undivided family) is not entitled to calim any 
benefit under this provision. 

If a residential house remains vacant and the owner is compelled to occupy 
a rented house for the purpose of his employment, business, profession or voca- 
tion, then the monetary value of the said residential house should be treated 
as NIL. 

§ 4. Admissible deductions (Section 24) : 

(a) Repairs— The allowance to be made on account of repairs has 
nothing to do with the period for which the house has been occupied In India, 
the cost of repairs is a fixed proportion of the annual value and does not depend 
on the actual expenditure incurred as in the United Kingdom. Where the 
owner has to bear the cost of repairs, it is fixed at l/6th of the annual value 
and it can neither be reduced not increased by the Income-tax officer. Where 
the tenant has to bear the cost, the sum allowable is the difference between the 
annual value and the rent paid by the tenant upto, but not exceeding, l/6th of 
the annual value. 

(b) Insurance Premia — The only insurance deduction permissible, is the 
amount of the premia paid to insure against risk of d amag e or destruction 
of the property concerned. . In some cases, owners insure against loss of rent. 
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Assessment year 1969-70 
(•) 4 Asoka Avenue : 


Annual Rent 

Less : Municipal Tax paid by the owner 


Rs. 

6,000 

900 

Net Annual value 


Rs. 

5,100 

(b) 14 Bidhan Bhawan : 

4 Flats let out at Rs. 650 per month each 
Less : Municipal tax paid by the owner 
Salary paid to the liftman and 
night watchman. 

Rs. 5,600 

3,200 

Rs. 

31,200 

8,800 

Net Annual value 


Rs. 

22,400 

6 Gour Gardens : 

A..i.ii' ipal Annual value determined in 1965 
of rent less repair (a 10% 

Add : i/9thof Rs. 13,500 

on the basis 

Rs. 

13,500 

1,500 

Less : Municipal tax paid by the owner 


* Rs. 

15.000 

3,105 

Net annual value 


Rs. 

1 1,895 


Note : In determining the municipal value, the Corporation of Calcutta 
allows a deduction of 10% on account of repairs The municipal 
value of Rs. 13.500 has, therefore, been increased by I /9th of 
Rs. 13.500 i e. Rs. 1,500. 


(d) 18 Narendra Nagar : 


Annual Rent 


Rs. 

3.000 

Net Annual value 

^ No municipal tax was paid by the ownei 


Rs. 

3.000 

(e) 5 Radha Raman Road : 

Rent from April. a9tift) to Match. 1969 

Less : Municipal tax paid by the owner 

Rv 450 

Rs. 

3.000 

Special Concession under Section 

23(1) 2nd Proviso 

600 


1 .050 

Net Annual value 

(f) 3 Sahid Street : 

Municipal annual value determined in 1966 

on the basis 

Rs. 

1,950 

of rent less repair (u) 10 % 

Add : l/9th of Rs. 9,000 


Rs. 

9.000 

1.000 

Net Annual Value 

No Municipal tax was paid by the owner. 


^ Rs. 

10,000 
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Mr. J. Joglekor (married) of 47 Cornwell Avenue owns several house 
properties at Calcutta which are let out to tenants. He also owns the house 
occupied by him, the annual value of which is Rs. 4,200. From the following 
statement of his account for the year ended 31st March, 1970, compute his total 
income. 


To 


Municipal taxes paid 

Rs. 

47 Cornwell Avenue 

300* 

28 Victoria Terrace 

600^ 

P42 Maidan Extension 

1,2001 

18 Satyen Square 

360 { 

23/1 Riverside Road 

240/ 

Ground rent for 18 

Satyen Square 

135 

Land revenue for 23/1 

Riverside Road 

120 

Repairs 

5,120 

Fire Insurance premium 

940 

Collection charges 

600 

Interest paid on overdraft 

resulting from construction 

of P42 Maidan Extension 

3,000 

Excess of income over 

expenditure 

43,485 

Rs. 

56,100 


By Rent of 28 Victoria Terrace Rs. 
(Municipal valuation Rs. 9,600) 
occupied for the whole year 12,000 


Rent of P42 Maidan Extension 
(Municipal valuation Rs. 24,000) 
occupied for 12 months 30,000 

Rent of 18 Satyen Square 
(Municipal valuation Rs. 8,000) 
occupied for the whole year 9,600 


Rent of 23/1 Riverside Road 
(Municipal valuation Rs. 4,800) 
occupied for 10 months 4,500 


Rs. 56,100 


ANSWER 


Computation of total income for the year ended 31st March, 1970. 
Assessment year 1970-71. 


Gross annual value of houses let out to tenants 
28 Victoria Terrace 
P42 Maidan Extension 
18 Satyen Square 
23/1 Riverside Road 


Rs. 12,000 
30,000 
9,600 
5,400 


Rs. 57,000 


Municipal tax paid by the owner 

28 Victoria Terrace 

Rs. 600 


P42 Maidan Extension ' 

1,200 


18 Satyen Square 

360 


23/1 Riverside Road 

240 

2,400 


Net annual value of houses let out to 

tenants. Carried oyer Rs. 54,600 
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Brought forward 

Less : Statutory allowance for repairs 

@ l/6th of the net annual value Rs. 9,100 

Ground Rent for 18 Satyen Square 135 

Land Revenue for 23/1 Riverside Road 120 

Fire Insurance premium 940 

Collection charges 600 

Interest on overdraft 3.000 

Vacancy re : 20/1 Riverside Road 
(Rs. 5,400 less Rs. 240)+ 6 860* 


Rs. 54,600 


14,755 
Rs. 39.845 


Add : Gross annual value of the 
dwelling house 

Less : 50%— with a maximum 

Rs. 

4.200 

1.800 



Rs. 

2.400 


Less : Statutory allowance 


400 

2,000 

Total income 

Rs. 41.845 


Rounded off Rs. 41,850 


Illustration 22. 

Mr. H. Hore (widower) of 17. Lansdowne Terrace, owns several house 
properties at Calcutta, which are let out to tenants. He also owns the house 
occupied by him, the municipal valuation of which is Rs. 6.000. From the 
following statement of his account for the year ended 31st March. 1970. compute 


his total income. 

To Municipal taxes paid 

Rs. 

By Rent of 18 Lansdowne 

Rs. 

17 Lansdowne Terrace 

1,200 

Terrace (Municipal 


18 

1,080 

Valuation Rs. 4.800) 


12 Chowringhee Lane 

2,700 

occupied for the whole 


24 Lower Circular Road 

600 

year 

6,000 

30 Hirak Street 

Ground rent for 

360 

Rent of 12 Chowringhee 
Lane (Municipal 


12 Chowringheu Lane 

1,430 

valuation Rs. 12,000) 


Land Revenue for 


occupied for 9 months 

11,250 

30 Hirak St. 

150 

Rent of 24 Lower Circular 


Repairs 

2.040 

Road (Municipal 


Fire Insurance premia 

1,410 

valuation Rs. 3,000) 


Collection charges 

Interest paid on overdraft 

400 

occupied for 8 months 

Rent of 30 Hirak Street 

2.400 

resulting from constructing 

(Municipal valuation 


30 Hirak St. 

500 

Rs. 2,400) occupied 

2.250 

Excess of income over 
expenditure 

10,030 

for 10 months 

Rs. 

21,900 

Rs. 

21,900 
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(Pages 1 10 and 1 1 1 should be read together) 

Statement of Income 


Serial 

Name of 

St. & No. 
of property 

Whether the 
property is 
occupied by 
the owner or 
is let out 

Municipal 
valuation of 
the property 

Full annual 
rent payable 
by the tenant 

Municipal tax 
paid by 
the owner 

1 2 

3 

4 

5 

6 


1. 17 Lansdownc Is occupied 


2. 

Terrace by the owner 

18 do. Is let out 

Rs. 6,000 
4,800 

Rs — 

6,000 

Rs — 
1,080 

3. 

12 Chowiinghcc do. 

12,000 

15,000 

2,700 

4. 

Lane 

24 Lower Circular do. 

3.000 

3,600 

600 

5. 

Road 

30 Hirak St. do. 

2,400 

2,700 

360 


Serial 

Name of 

St. & No. 
of property 

Ground 

Rent 

Paid 

Land 

Revenue 

Paid 

Collection 

Charges 

Paid 

Vacancy 

allowance 

Claim 
(Proportion 
of Col. 7) 



11 

12 

13 

14 

1 . 

17 Lansdowne 



_ 

___ 


Terrace 





2. 

18 do. 

— 


— 



3. 

12 Chowringhee Rs. 1 ,430 

— 

Rs. 400 

Rs. 3,075 


Lane 





4. 

26 Lower Cir- 

— 

— 

— 

1,000 


cular Road 




5. 

30 Hirak St. 


Rs. 150 


390 


Note : Fire Insurance premia and Collection charges have been shown 
against 12 Chowringhee Lane for convenience. 
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Annual letting 
value after 
adjusting 
Columns 

5 & 6 

One-sixth of 
the annual 
letting value 
as per Col. 7 

Insurance 

premia 

paid 

Int. on 
borrowed 
Capital 

Name of St. & 

No. of Property 

7 

8 

9 

10 


Rs. 1,044* 

Rs. 174 


— 

17 Lansdowne 
Terrace 

4,920 

820 

— 

— 

18 do 

12,300 

2,050 

Rs. 1,410 — 

12 Chowringhee 
Lane 

3,000 

5,00 

— 

— 

24 Lower Cir- 
cular Road. 

2 340 

390 

— 

Rs. 500 

30 HirakSt. 


*10% of (Rs. 4,100+Rs. 

3,935+Rs. 1,500+Rs. 910) V 

Period for 

Total 


Net annual 

Name of St. & 

which the 
property 
remained 
vacant 

Columns 
8 to 14 


value 

assessable 

No. of property 


15 

16 

17 



— 

Rs. 174 

Rs. 870 

17 

Lansdowne 

Terrace 


820 

4.100 

18 

do. 

3 months 

8,365 

3,935 

12 

Chowringhee 

Lane. 

4 „ 

1,500 

1,500 

24 

Lower Cir- 
cular Road. 

2 „ 

1,430 

910 

30 

Hirak St. 


Total income from House Properties =Rs. 11,315 Rounded off Rs. 11,320. 


Reriskmal Problems— Question Nos. 21, 32, 33 and 45. 



CHAPTER X 


HEADS OF INCOME (Continued) 

PROFITS AND GAINS OF BUSINESS, PROFESSION OR 
VOCATION (Sections 28 to 44) 

§ 1. Scope of the Sections— Tax is payable by an assessee under this 
head in respect of the profits and gains of any business, profession or vocation 
carried on by him. The word ‘business' has been defined in the income-tax 
Act as including any trade, commerce or manufacture. A “profession on the 
other hand involves the idea of an occupation requiring purely intellectual 
skill or manual skill of the operator, as distinguished from an occupation 
which is substantially the production or sale of commodities. The income derived 
by a trade or professional organisation from specific services rendered for 
its members is also assessable under this head. Lastly, any compensation 
or other payment received by a person on the termination or variation of 
managing agency, commission agency or any other similar agency is taxable 
under this head. The Act does not contain any directions relating to the 
computation of profits generally, though there are several provisions in it 
relating to the admissibility of certain allowances and deductions. 

After his retirement from Government service, the asscsscc (who was 
a Superintendent of Police) was spending his time in studying and teaching 
vedanta philosophy. Mr. Levy, who was one of his dcsciples used to come 
from England at regular intervals to attend his discourses and so received 
instructions in Vedanta Philosophy and had the benefit of his teachings. 
Mr. Levy transferred the entire balance standing to his credit in his own 
account at Bombay, amounting to more than Rs. 2 lakhs, to the account 
of the assessee opened in the latter's name in the same bank at Bombay. 
Thereafter, from time to time Mr. Lc\y put in further sums into the 
assessee’s account in Bombay. The question was whether the receipts 
from Mr. Levy constituted the asscssee \s income from “vocation". It was 
held by the Hon'ble Supreme Court (i) that teaching was a vocation, if 
not a profession, and teaching vedanta philosophy was just as much teaching 
as any other teaching, and therefore a vocation, (li) that the teaching of 
vedanta by the assessee was the carrying on of a vocation by him and 
that the imparting of the teaching was the causa causans of the making 
of the gifts by Mr. Levy that it was impossible to hold that the payments 
to the assessee had not been made in consideration of the teaching im- 
parted by him, and that, therefore, the payments were taxable income arising 
from the vocation of the assessee. (I. T. R. Vol 35(1959) page 48}. 

While Section 10(1) (old section) of the Indian Income-tax Act, 1922, 
imposes a charge on the profits or gains of a business, it does not provide 
how these profits are to be computed. Section 10(2) (old section) enumerates 
various items which are admissible as deductions but they arc not exhaustive 
of all allowances which could be made in ascertaining the profits of a business 
taxable under Section 10(1) (old section). Profits and gains which are liable to be 
taxed under Section 10(1) (old section) are what arc understood to be such 
under ordinary commercial principles. When a claim is made for a deduction 
for which there is no specific provision under Section 10(2) (old section) whether 
it is admissible or not will depend on whether, having regard to accepted 
commercial practice and trading principles, it can be said to arise out of the 
carrying on of the busines$,and be incidental to it. The loss for which a deduc- 
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tion is claimed must be one that spr.ags directly fiom uie carrying on of the 
biisi nc . > and is incidental to it, and not any loss sustained by the asscssce even 
if it lun some connection with his business If that is established, then the 
deduction must be allowed, provided that there is no provision against it. 
express or implied, in the Act. [I. T. R., Vol. 34 (I95K). page 10] [Supreme 
Court decision] 

Income-tax is a tax on the real inconv.-, i.e., in the case of a business, 
the profits arrived at on commercial principles subject to the provisions of the 
Income-tax Act. There is a clear cut distinction between deductions made for 
ascertaining the profits and distributions made out of profits. There is a further 
distinction between real profits ascertained on commercial principles and profits 
fixed by statute for a specified purpose. Under Section 10(1) (old section) 
of the Indian Income-tax Act, 1922, profits and gains of a business carried on by 
an assessee are not profits regulated by any statute, but profits in a business 
computed on commercial principles. They are business profits and not statutory 
profits. They are real profits and not notional profits. The real profits of a 
businessman under Section 10(1) (old section) cannot obviously include the 
amounts returned by h m by way of rebate under statutory compulsion. It is as 
if he received only the original amount minus the amount to be returned. In 
substance there cannot be any difference between a businessman collecting from 
his constituents a sum of Rs. Y in addition to Rs. X by mistake and returning 
Rs. Y to them and another businessman collecting Rs. X alone. The amount 
returned is not a p; t of the profits at all 

The appellant-company carried on the business of distribution of electricity 
under a licence issued by the Government. By Section 57 (1) of the Electricity 
(Supply) Act, 1948, the provisions of Schedules VI and VII of that act were 
deemed to be incorporated in the licence. Schedule VI imposed a duty on the 
licensee to so adjust his rates for the sale of electricity by periodical revision 
that his clear profits in any year did not, as far as possible, exceed the amount 
of “reasonable return ’. If the clear profit in any year of account was in excess 
of the amount of reasonable return, o'..;-third of such excess, not exceeding 7$ 
per cent of the amount of reasonable return, was at the disposal of the licensee ; 
one-half of the excess had to be either distributed in the form of proportional 
rebate on the amounts collected from the sale of electricity and meter rentals or 
carried forward in the accounts of the licensee for distribution to the consumers 
in furture in such manner as the State Government might direct. During the 
accounting years relevant to the assessment years 1953-54 and 1954-55 the 
appellant set apait the sums of Rs. 42.148 and Rs. 77,138 respectively (which 
were under the provisions of the Act distributable to the consumers) and 
credited these sums to the “Consumers' Benefit Reserve Account", and claimed 
deduction of these sums in computing its profits liable to income-tax. It was 
held by the Hon’ble Supreme Court (I) that the amounts credited by the 
appellant during the accounting years to the “Consumers* Benefit Reserve 
Account” being a part of the excess amount paid to it and reserved to 
be returned to the consumers, did not form part ol the appellant's real profits; 
and to arrive at the taxable income of the appellant from the business 
under Section 10 (1) (old section) of the Indian Income-tax Act. 1922, the 
amounts had to be deducted ; (ii) that, as the appellant had adopted the 
mercantile system of accounting, the amounts so reserved for luture payments 
were deductible in computing the income, profits and gains lrom the appe- 
1 lant’s business for the relevant years, since the liability had occurred in 
these years. [I. T. R., Vol. 57 (1965), page 521] 

Upon the dissolution of a firm constituted of two partners, by the death of 

1-15 
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one of them on August 24, 1957, its business was taken over and continued by 
the surviving partner on his own account, without any interruption in the 
services of the employees or alteration in the terms of their employment. In 
setting the accounts of the firm as on August 24, 1957, a sum of Rs. 1.41,506 
was taken into account as retrenchment compensation payable to the employees 
under Section 25FF of the Industrial Disputes Act, 1947, which would arise on a 
transfer of ownership. The question was whether the sum of Rs. 1,41,506 
constituted an allowable expenditure in computing the income of the firm for 
the assessment year 1958-59. 

It was held by the Hon'ble Supreme Court (without deciding whether 
the employees became entitled to retrenchment compensation), that the 
sum of Rs. 1.41,506 was not properly admissible either under Section 10(1) 
(old section) or under Section 10 (2) (xv) (old section) of the Income-tax Act, 
1922. The liability to pay retrenchment compensation under Section 25FF 
of the Industrial Disputes Act arose for the first time after the closure of the 
business and not before : it arose not in the carrying of the business but 
on account of the transfer of the business. During the entire period that the 
business was continued there was no liability to pay retrenchment compen- 
sation. The liability which arose on transfer, of the business was not a 
revenue nature and it could not be deducted under Section 10 (I) (old section). 
Similarly, since the liability under Section 25FF was wholly contingent 
and did not raise any definite obligation during the whole of the period 
that the business was carried on, it could not fall within the expression 
“expenditure laid out or expended wholly and exclusively for the purpose of the 
business” in Section 10 (2) (xv) (old section). 

Broadly stated, the present value on commercial valuation of money to 
become due in future, under a definite obligation, will be a permissible outgoing 
or deduction in computing the taxable profits of a trader even if in certain 
conditions the obligation may cease to exist because of forfeiture of the right. 
Where, however, the obligation of the trader is purely contingent, no question of 
estimating its present value may 'arise, for to be a permissible outgoing or 
allowance, there must in the year of account be a present obligation capable of 
commercial valuation. 

Profits of a business involve comparison between the state of the business 
at two specific dates. Normally the liability which occurs after the last date, 
unless its source is in a pre-existing definite obligation, cannot be regarded as a 
part of the outgoing of the business debitable in the profit and loss account. A 
deduction which is proper and necessary for ascertaining the balance of profits 
and gains of the business is undoubtedly properly allowable, but where a liability 
to make a payment arises not in the course of the business, not for the purpose 
of carrying on the business, but springs from the transfer of the business, it is 
not a properly debitable item in its profit and loss account as a revenue 
outgoing. 

To be a permissible allowance under Section 10(2) (xv) (old section) the 
expenditure must be for the purpose of carrying on the business. Where 
accounts are maintained on the mercantile system, if liability to make the 
payment has arisen during the time the business is carried on, it may appropria- 
tely be regarded as expenditure. But where the liability is, during the whole of 
the period that the business is carried on, wholly contingent and does not raise 
any definite obligation during the time that the business is carried on, it cannot 
fall within the expression “expenditure laid out or expended wholly and 
exclusively” for the purpose of the business, p. T. R., Vol. 65 (1967), page 643] 
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§ 2. Admissible Allowances : 

(a) Rent of Premises [Section 30 (a)] — Rent paid for the premises in which 
the business, profession or vocation is carried on, is an admissible expense in 
computing the income under this head. Where a substantial part of the premises 
is used by the assessee for his own residence, the proportionate amount of 
the rent, as determined by the Income-tax Officer, should be disallowed. 
Where the premises is owned by the owner of the business, profession or 
vocation, no allowance on account of rent is permissible, but is admissible 
when paid to a partner. Where rent fluctuates with profits, it is still 
allowable ; but where it is designed to recoup the landlord for structural 
improvement, it is not deductible. 

(b) Repairs to building, machinery, plant etc. (Sections 30 & 31) — 

Where the assessee is himself the owner of his business premises, the amount 
spent on repairs to the premises is allowed as an admissible expense. Where he 
is the tenant of the premises, the amount spent by him on repairs if his lease 
requires him to execute repairs, is allowed as a deduction. Current repairs 
as are required to keep the machinery, plant etc., in serviceable condition are 
also allowable. But expenditure which would have increased the capital value 
should be disallowed as capital expenditure. Initial repairs of second-hand 
machinery or of a ship, which is purchased in a state of repair, will be as much 
capital cxiv>nditure as it would have been, if the work had been executed by the 
seller and cosr added to the ship, as such, they should be disallowed. 

The expression ‘current repairs’ means expenditure on buildings, machinery, 
plant or furniture which is not for the purpose of renewal or restoration but is 
necessary only fo. the purpose of preserving or maintaining an already existing 
asset. The repairs should neither bring a new asset into existence nor 
give a new or different advantage to the owner of the business. [I. T. R., 
Vol. 30 (1956), page 338]. [Bombay High Court decision] 

The nature of expenditure on any repairs claimed to have been effected 
has to be viewed as a whole and in the proper perspective, in order to 
determine whether such repairs have only had the effect of restoring the 
machinery to its original condition or whether they have introduced any 
additional advantage or features which have improved its income-earning 
capacity. It cannot be taken as a matter of assumption that merely because 
a large sum is expended on repairs it must necessarily amount to recon- 
struction. 

The assessee incurred heavy expenditure in repairing their cargo boat. 
The repairs involved caulking, replacement of under-water planking and copper 
sheathing. As a result of the repairs the boat was not structurally altered nor 
was there any improvement in its loading capacity, performances or other 
features. It was held by the Hon’ble Madras High Court on the facts, 
that the expenditure was allowable under Section 10 (2) (v) (old section). 
[1. T. R., Vol. 49 (1963). page 188]. 

(c) Interest on Capital borrowed [Section 36 (1) (Hi)] — Interest paid in 
respect of the capital which has been borrow'd! for the purposes of the business 
is admissible even if it varies with the amount of profits earned. But this 
allowance Is not admissible in the case of interest chargeable under the Act. 
which is payable outside India, unless tax thereon has been paid, deducted or 
is recoverable from an agent under Section 163. except in the case of public 
loans issued before the 1st April, 1938. Interest paid to partners by firms 
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cannot be deducted, but interest paid to members of other associations is an 
admissible deduction. No allowance can be made for interest on share capital 
of companies, but interest on debentures is admissible. 

To enable an assessee to claim an allowance for interest paid on 
Boirowed Capital, the following conditions must be fulfilled : — (1) The capital 
must have been borrowed by the assessee for the purpose of his business. 
(2) The assessee must have paid the amount as interest. If these conditions 
are satisfied, the Tncome-tax Authorities are bound to allow the amount ; 
they have no power to reduce the quantum paid as interest to anything 
considered reasonable by them on subjective or objective standards ; the 
fact that the stipulated rate of interest was variable and was dependent 
upon the rate of dividend declared by the company in the relevant year 
would not alter the nature of the transaction or make it anything other 
than loan. It is the quality of the interest that matters and not its 
admeasurement. 

A private company with 2i shareholders was in urgent need of money 
to carry on its normal business and. as there was statutory restrictions on 
the further issue of Capital, passed a resolution authorising its managing agent 
to borrow money from the shareholders of the company who were willing to 
advance loans, to the extent of paid-up value of their holdings. The loans were 
to carry interest at the same rate as dividends declared in the corresponding 
years subject to a minimum rate of 6% per annum. Seventeen of the share- 
holders availed themselves of the offer and received for the years 1947, 1948 and 
1949 interest at the rate at which dividends were declared in those years, vi/ 
10%, 20% and 12%. The Income-tax Authorities disallowed the interest 
paid in excess of 6%. It was held by the Hon'ble Madras High Court that 
as the genuineness of borrowing of Capital for purpose of the business 
and the fact of payment of the amounts claimed were not disputed, the 
disallowance of the interest in excess of 6% out of the amount paid was 
not justified in law. [I. T. R.. Vol. 31 (1967), page 803], 

A firm which carried on the business of bleaching, dyeing and printing 
cloth borrowed money in the year of account in order to extend its business, pur- 
chased land and erected additional plant and machinciy and paid interest on the 
borrowed capital. The claim for deduction of the interest so paid was rejected 
on the ground that the plant and machinery was not used for the business in the 
year of account. It was held by the Hon’ble Bombay High Court that 
the firm was entitled to the deduction claimed, even though the plant and 
machinery were not used in the year of account. Where an assessee claims 
deduction of interest paid on capital borrowed, all that he has to show 
is that the capital which was borrowed was used for the purpose of the 
business in the relevant year of account. It does not matter whether the 
capital was borrowed to acquire a revenue asset or a capital asset ; fuitlier 
it is immaterial whether the uses of the capital actually yielded profit oi not 
and it is not open to the Department to reject the claim in respect of the in- 
terest paid on that capital merely because the use of the capital is unremuncra- 
tive. [I. T. R., Vol. 34 (1958), page 295]. 

(d) Insurance premia [Section 30(c)]— Allowance in respect of insurance 
premia is restricted to insurance policies taken out against the risk of damage 
or destruction of buildings, machinery, plant, furniturp, stocks or stores used for 
the purposes of the particular business of which the profits or gains are being 
calculated, but no allowance can be made on account of premia in regard to 
other insurances. Further, any sums not actually expended on premia but 
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merely set aside by a company or firm as an insurance fund, are simply a 
particular description of reserve and no allowance or deduction can be given in 
respect of such reserves. 

(e) Rates and Taxes [Section 30 (b)] — Land revenue, local rates or 
municipal taxes paid in respect of the portion of the premises used for the 
purposes of business, profession or vocation, are admissible expenses. In 
computing income from business, profession or vocation, a local rate or tax 
which is payable irrespective of whether profits are made or not, should be 
treated as expenditure incurred solely for the purpose of earning profits of the 
business, profession or vocation. No allowance can be given on account of any 
other rates or taxes whatsoever. All rates and taxes therefore, whether levied on 
profits of a business, profession or vocation or which are charged on the 
proprietor in respect of anything other than the actual portion of the premises 
used for the purposes of the business, profession or vocation, must be disallowed. 
Any sum paid on account of cess, rate or tax levied on the profits or gains of 
any business, profession or vocation or assessed at a proportion or other- 
wise on the basis of such profits or gains should, therefore, be disallowed 

(f) Bonus or Commission to Employees [Section 36 (ii)] —Sums paid by 
way of bonus or commission to an employee for services rendered arc allowable 
if such sum would not have been payable to him as profits or dividends and if it 
is of a i cuv liable amount with reference to the pay .and conditions of his service, 
the profits of the business and the general practice in similar business, profession 
or vocation. The condition that it should not be payable as profit or dividends 
precludes the application of this concession to partners or shareholders. The 
various condition laid down are intended to prevent collusive deduction in 
combination with influential employees. 

The asscssee paid a sum of Rs. 1.08,325-9-3 by way of pu.fit bonus to its 
employees for the calendar year 1947 in terms of an award made on January 
13, 1949, under the Industrial Disputes Act. It debited the amount in its 
profit and loss account for the ye . 1948. but in fact paid it to the employees 
in the calendar year 1949. It was held by the Hon'ble Supreme Court that it 
was only in 1949 that the claim to profit bonus w'as settled by an award 
of the Industrial Tribunal and the only year to which the 1 ab lity under 
the award could be properly attributed was 1949 and that, therefore, the 
sum of Rs. 1,08,325-9-3 had to be deducted in the calendar year 1949 
relevant to the assessment year 1950-51. An employer who follows the 
mercantile system of accounting incurs a liability towards piofit bonus only 
when the calm, if made, is settled amicably or by industrial adjudication. 

It was further observed by the Hon'ble Supreme Court that the profit 
bonus is strictly not wages, at least not for purposes of computing liability 
to income-tax. It is not an expense in the ordinary sense of the term, incurred 
for the purpose of earning profits. A fortiori profits have already been 
made. It is more like sharing the profits on the basis of a ccrta n formula. 
[1. T. R., Vol. 53 (1964), page 134J 

(g) Bad Debts and Irrecoverable Loans [Section 36 (vit)] — Allowance for 
the bad debts is made on the following conditions: — (;) It is allowed only 
where the accounts of the asscsscc are not kept on the cash basis ; (ii) only 
such amount as has been taken into account in computing the income of the 
previous year or of an earlier previous year or represents money lent in the ordi- 
nary course of banking or money-lending business, is allowed ; and (iii) the 
amount allowed must not exceed the amount actually written off in the accounts 
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of the assessee. If the amount ulitimately recovered on such debt is greater 
than the difference between the whole debt and the amount so allowed, the 
excess will be deemed to be a profit of the year in which it is recovered and if 
less, the deficiency will be treated as a business expense. 

The assessee carried on the business of “adatia” and “speculation”. 
During the Samvat year 2003. one of the assessee’s constituents incurred a loss 
of Rs. 14,960 in certain forward transaction in turmeric which the assessee had 
put through. That constituent was unable to pay the loss suffered by him 
and the loss fell on the assessee. In the Samvat year 2005. the constituent 
paid Rs. 4,000 to the assessee in full settlement of his debt and the assessee 
wrote off the balance of Rs. 10,960 as a bad debt. The assessee claimed de- 
duction of the sum of Rs. 14,960 for the account year Samvat year 2003, but 
his claim was not allowed by the Appellate Assistant Commissioner who held 
that it had not become bad in the Samvat year 2003, but, as the assessee 
having attempted to recover it, had succeeded in recovering Rs.4,000 in the 
Samvat year 2005 and written off the balance, the balance could be claimed 
as a bad debt in the Samvat year 2005. The assessee repeated his claim for 
allowance of the loss for the Samvat year 2005. By the time the Supreme 
court had held that forward contracts in turmeric were illegal as the 
Spices Forward Control Prohibition order 1944, promulgated by the Govern- 
ment applied to it. The Income-tax Officer held that as the debt had arisen 
out of dealings in forbidden forward transactions in essential commodities, it 
was a debt which could not be enforced under the law and, therefore, it could 
not be considered to have become bad for income-tax purposes. The Appellate 
Assistant Commissioner affirmed his view. On further appeal, the Tri- 
bunal held that as the Appellate Assistant Commissioner had given a finding 
that the debt which was prematurely written off in the Samvat year 2003 would 
bealawful deduction in the Sammvat year 2005 it was not right for the depart- 
ment to disallow it in the latter year and further that, although the debt due 
to the assessee was not enforceable in law, the admissibility of the claim for 
deduction of the sum of Rs. 10,960 under Section 10 (2) (xi) or (xv) (old 
sections) of the Indian Income-tax Act, 1922, was not affected. That amount 
was a revenue deduction and had to be deducted before arriving at the assessable 
profits of the accounting year. The Tribunal, therefore, allowed the claim of 
the assessee. On a reference : It was held by the Hon’blc Bombay High Court 
(i) that the circumstances that the debt owing to the assessee from his con- 
stituent was not capable of being enforced in a court of law did not 
prevent the debt from being considered as irrecoverable or bad ; (ii) that, 
on the facts, the inability of the assessee to recover the dues from the con- 
stituent or their becoming bad was not as consequence of the decision 
of the Supreme Court, but by reason of the inability of the constituent 
to fulfil his obligation to pay. and, therefore, the sum of Rs. 10,960 became 
bad in the Samvat year 2005 and the assessee was entitled to deduct it 
in the computation of his business profits. Alternatively, as at the time 
when the forward transactions were entered into in the belief that the 
transactions were legal and the dues owing to the assessee in these transac- 
tions were considered by him as good and recoverable until it was decided by 
the Supreme Court that the transactions were illegal, with a consequence that 
the dues could not be recovered, if the constituent was either unable to pay 
the dues or refused to pay them because of the legal disability on the part of 
the assessee to recover them, the loss resulting from the transaction could be 
said to have fallen on the assessee at the point of time when the inability of 
the constituent or his refusal to pay occurred ; (iii) that, therefore, the 
Tribunal was right in holding that the assessee was entitled to have the amount 
allowed as a deduction in the Samvat year 2005. 
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If the profits of a trade, even though it may be illegal, are liable to be 
taxed under the taxing statute, the computation of the profits will have to be 
done in accordance with the mode prescribed by the statute. The circums- 
tance that the business is illegal, so that neither the profits earned nor the 
losses suffered would be enforceable in law, is not a circumstance which 
detracts from the profits being taxed. Equally so should it not be a circums- 
tances which could detract from the loss being allowed. Therefore, that the 
liability to the assessee is an unenforceable liability at law and therefore, 
would not constitute a debt in the sense of a claim which is legally enforceable, 
is not material in considering the deductibility of that claim in the matter 
of computation of the profits of the business of the assessee. Even in compu- 
ting the profits of an illegal business, the expenses incurred in the running 
of the business, such as, for instance, the salaries to the employees or the rent 
paid for the premises occupied for the purposes of the business, would be 
certainly allowed in computing the profits of the business, although such 
amounts, if they were not paid could not be recovered in a court of law. 
[I. T. R., Vol. 49 (1963), page 931] 

Whether a debt is bad and when it becomes such, are questions of facts 
to be determined in cases of disputes, not by the assessee or by the exercise of 
any option on his part, but by the Revenue Authorities on a consideration of 
all relevant and admissible evidence. The mere fact that a debt was incurred 
on a c!ato beyond the period of limitation will not itself make a debt bad ; still 
less will it fix the date at which a debt will become bad. A statute-barred debt is 
not necessarily bad ; nor a non-statute-barred debt necessarily good. The age 
of the debt is, no doubt a relevant matter to be taken into consideration. It 
makes no diffeicncc whether the debt is due from a human being or joint 
stock company ; in cither case, it is a question of fact whether and when a debt 
becomes bad. There is no justification for treating all debts from companies as 
necessarily good merely because the debtor company has not gone into liquida- 
tion. The burden of proving that a debt has become bad lies on the assessee ; 
so also the burden of proving that whaf is claimed as bad debt has already been 
taxed in an earlier year. 

Irrecoverable Loans — When an assessment is made of profits or income 
from a banking or money-lending business, loans which cannot be recovered 
should be deducted from the assessed profits of such business at the time when 
such loan can be definitely proved to be irrecoverable. For example, if a Banker 
has lent out 5 lakhs of rupees and received Rs. 50.000 as interest but has during 
the same year lost an irrecoverable loan of Rs. 25,000. he should be assessed 
on Rs. 25,000. Similarly, if the same Banker receiving Rs. 1.00.000 as interest 
on his loans, suffers a loss of an irrecoverable loan amounting to one lakh during 
the same year, the income io be assessed to income-tax from the money-lending 
business in that year will be Nil. These examples will apply whether the 
assessee had previously been assessed to income-tax or not. 

This instruction will also apply to the assessment of other traders, where 
loans have been made in connection with the business and in which the loans 
are of the nature of the business and the loss is a trading loss. 

The irrecoverable loans in the sense referred to above are sometimes 
confused with “Bad Debts” but they are of a totally different nature. Money 
lent out on interest is the stock-in-trade of a money-lender or Banker and the 
loss of such stock-in-trade can clearly be regarded as a trading loss like the loss 
of the stock-in-trade of any other trader where the loss is not covered by 
insurance. In settling claims of this nature, the question has always to be 
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considered whether money-lending is or is not a part of the business of the 
traderin question. The investments of savings or occasional loans made to 
acquaintances cannot be considered to be loans made in the course of trading. 

(h) Depreciation (Section 32) — There is no definition of “Depreciation”. 
The word is used in practice by Accountants in varying senses. Ordinarily it 
means wear and tear which cannot be made good by repairs. That is to say, it 
means the insidious and irreparable decay of the building, machinery, plants, etc. 

The rates of depreciation are prescribed in Rule 5 (see Appendix A) and 
the information that must be furnished to obtain this allowance is set out in the 
form of return of income. The buildings, machinery, plant or furniture for 
which depreciation allowance is claimed must be the property of the assessee 
and must be used for any number of days for the purpose of the particular business 
in the relevant year the profits or gains of which arc being computed. 
Moreover it can be claimed only in respect of the particular classes of 
buildings, machinery, plant or furniture which arc mentioned in Rule 5. 
The word “Plant” includes Vehicles, Books. Scientific Apparatus and Surgi- 
cal Equipments pu> chased for the purpose of the business, profession or 
vocation. 

No allowance can be claimed in respect of any portion of a building which 
is used as a residence by the assessee. Buildings belonging to the owner of a 
business used by him to accommodate his employees, are buildings used for the 
purposes of business where the occupation by the employees is subservient to 
and necessary for the performance of their duties, irrespective of the fact that 
rent is charged by the owner or not. When machinery is kept ready for use at 
any moment in a particular factory under an express agreement, from which 
taxable profits aie earned, the machinery can be said to be used for the purpose 
of business, although it is not actually worked and depreciation can be claimed 
in respect of such machinery. Depreciation can be claimed by tire owner of a 
machinery even if it has been leased to another. Where buildings, machinery 
plant and furniture are let out on hire, the person who lets them shall be entitled 
not onlv to depreciation allowances but also all other allowances in respect of 
annual repairs, insurance premia and obsolescence. 

Depreciation allowance in respect of ocean-going steamers and motor 
vessels is computed at certain percentage on the ‘ actual cost’ thereof. 
The expression ‘actual cost’ includes the cost of freight, pay of engineers 
and staff who erect the machinery, put it in working order and carry out 
experiments to test it. Depreciation in respect of other assets is computed 
at certain percentage on the “written down value” thereof. The expression 
“written down value” is (i) in the case of assets acquired in the previous 
year, the actual cost to the assessee, and (n) in the case of assets acquired 
before the previous year, the actual cost to him less all depreciation actually 
allowed to him in the earlier years. 

Where plant and machineries work “double shift,” an extra depreciation 
allowance at the rate of 50% of the normal depreciation allowance is admissible. 
The calculations of this extra allowance for double-shift shall be made 
separately, proportionate to the number of days during which the double-shift 
working was performed. For the purpose of calculating this extra allowance 
the normal number of working days throughout the year shall be taken as 240 
[or the actual number of days whichever is higher] and if, for example, 
a concern has worked double-shift for, say, 80 days, the extra allowance for 
double-shift shall be l/3rd of 50% of the normal allowance for the whole 
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year. There may be cases where plant and machineries may work 
“triple shift” even. In such cases the extra shift allowance shall be equal to 
100% of the normal allowance. To explain, where a concern has worked 
“double-shift for 80 days and “triple shift” for another 80 days, the extra 
allowance for “double-shift” shall be l/3rd of 50% of the normal allowance 
for the whole year and the extra allowance for “triple shift” shall be I /3rd 
of 100% of the normal allowance for the whole year. The extra shift 
allowance whether double or triple should, however, be deducted along 
with the normal depreciation allowance for the purpose of calculating “written 
down value” of the plant and machineries. 

Revisional Problems — Question No 50 

With a view to stimulate industrial activities, provision was made 
for initial depreciation in respect of buildings newly erected after the 31st March, 
1961 for the purpose of residence of persons employed in the business and 
drawing a remuneration of less than Rs. 200 per month (with effect from 
the assessment year 1966-67 the amount has been increased to Rs. 7,500 
per annum) or for the purpose of welfare of such employees in the shape 
of hospital, creche, school, canteen, library, recreational centre, shelter, rest- 
room or lunch room. The rate is 20% of the actual cost and is admissible 
only f i :!u- year of construction. This initial depreciation shall not be 
taken into account for the purpose of determining “written down value” 
in the succeeding year. It shall, however, be taken into account for cal- 
culating “obsolescence allowance” or ‘balancing charges’ as also for the 
purpose of calculating the total amount of depreciation admissible during 
the life time of the house not exceeding 100% of its actual cost. 

With effect from the assessment year 1966-67, additions of machinery or 
plant costing less than Rs. 750 will be allowed in full as depreciation in respect 
of the year of acquisition. 

As the scope of “obsolescence allowance” was extended to buildings 
at the time of demolition or destruction, and assessee might, for example, 
occupy a building as his residence for many years and when the time to 
scrap it was drawing near, bring it into use for the purpose of business, 
and scrap or demolish the building a year later to get an allowance of the 
whole of the difference between the actual cost and one year's depreciation 
allowance. To safeguard Government revenue, “written down value” in the 
case of buildings would now mean the actual cost to the assessee less the 
depreciation that would have been allowable at the existing rates and on the 
diminishing value basis as if the building had been used for the purposes of 
business from the date of its acquisition. 

Where an assessee owns a number of business and the profits and gains of 
any one of them are insufficient to cover the full depreciation admissible on the 
buildings, machinery, plant etc. used for the purpose of that particular business, 
the excess depreciation can be set off against income which has accrued to the 
assessee from other heads of income. Where, however, full effect cannot be 
given, the allowance shall be added to the amount of the depreciation allowance 
of that year and so on for succeeding years. In carrying forward depreciation, 
losses should be set off before depreciation. The aggregate of depreciation 
allowances allowed year to year must not in any case exceed 100% of ihe 
actual cost to the assessee. 

On a consideration of the provision of Section 10(1), Section 10(2Xvi) 
1—16 • 
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proviso(b) and Section 24(1) and (2) (old sections), it appears that the depre- 
ciation allowance permitted under Section 10(2) (vi) is available in the first 
place in the computation of the income from the business in which the depre- 
dation is given and is adjusted against the profits and gains of that business. 
If the depreciation allowance is larger than the profits or gains in that business 
so that an excess remains after the said profits and gains are absorbed such 
excess comes under Section 10(1) for absorption of the profits and gains of 
other business, if any, carried on by the assessee. If a balance from the 
depreciation allowance is left even thereafter that becomes available for set off 
against the income, profits and gains from any other head during that year. 
In case there is still a balance left over, it is taken to the following year, and 
if there is current depreciation for the following year, it is added on to that 
current depreciation and deemed a part of it, and if there is no current depre- 
ciation for the following year, the balance carried forward becomes the depre- 
ciation allowance for the following year available for the adjustment in the 
same manner as the current depreciation for the following year except that 
where there are also “carried forward losses”, of the earlier years the said 
carried forward losses will be first absorbed against the profits and gains of the 
business before the carried forward part of the depreciation allowance is allow- 
ed to be adjusted. Except for this distinction between the carried forward part 
of the depreciation allowance and the current depreciation, there is no other 
distinction between them. 


Unabsorbed depreciation does not lose its character when it is carried 
forward to the following year. In addition, unabsorbed depreciation carried 
forward cannot be treated on the same basis that it is “business loss carried 
forward. Accordingly, it was held by the Hon’blc Bombay High Court that 
»K h ° haS ‘ nCome from busmess as well as income from house 

, P nrnm? y hnt aL^tu ^ , W3S entlt,ed to havc not ™rcly the business 
income but also the property income adjusted against the “unabsorbed 

Mo£n iatl0n forward ” fr° m an earlier vear. (1. T. R Vol 49 

(1963), page 145], ' 1 * 1 

. . Wh® re a person succeeds to a business, profession or vocation, the depre- 
ciation allowance due to the successor in respect of buildings, machinery etc 
taken over by him from his predecessor should be worked out on the basis of 

ary xim? £Sr zrs&z — ^ £ 

Revision*) Problems-Question Nos. 25, 37, 49, 55, 57 and 59 
l‘LP t ." ^ l reb ‘ lt (S”*? »>-To encourage rapid indus.rialira.ion 

mtssssss, SaiS^Mhe' 1 s ferat? 1 and 

,r “?*P ortvel,icl “ were, however, excluded’ from this^relmle^ Th^sM™ 
plants and machtnenes in respect <0 f which the rebate is admissible must 

'-hoUy for the purpoS *e Se£ 

Jamuuy 1958 Md 40^Jthiift^i m r f Spect of sh,p r s ac 9 uJred before the 1st 

? ost !? r e*pect of those acquired thereafter, 
n respect of plants and machineries installed before the first Aoril 1961 tin* 

!?-r w ual Cost Md in respect of those instalB dirinn Is! 

April, 1961 and 31st March, 1965 the rate was 20% of the actual cost. 8 

In respeet of plants and machineries installed during 1st April, 1963 
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to 31st March, 1965 for the purpose of business of mining cod, the rate was 
35 % of the actual cost. In respect of plants and machineries installed during 1st 
April, 1965 to 31st March, 1970 for the purpose of business of construction, 
manufacture or production of any article specified in the list in the Fifth 
Schedule the rate is 35% of the actual cost. The rate is reduced to 25% in 
respect of plants and machineries installed after the 1st April, 1970. In respect 
of plants and machineries installed for the purpose of any other business during 
1st April, 1965 to 3 1st March, 1970 ,the rate is 20% of the actual cost. The rate 
is reduced to 15% in respect of plants and machineries installed alter the 1st 
April, 1970. 


The rebate is admissible either for the year in which the acquisition or 
installation is made or for the immediately succeeding year. The development 
rebate is not taken into consideration for computing the maximum amount of 
depreciation or the balancing charges which in effect means that the total amount 
of depreciation, balancing charges and development rebate may be 125% or 
140% of the actual cost of the ship and 130% or 125% or 120% or 115% as the 
case may be, of the actual cost of the plant and machinery. 


This concession was further extended in respect of second-hand machinery, 
plant or ship acquired from non-residents or imported from outside India after 
the 31st March 1964. In the case of a ship, the rate is 20% of the actual cost ; 
in the case of a plant or machinery installed for the purpose of mining 
coal, the rate is 20% of the actual cost ; and lastly in the case of any 
other plant or machinery, the rate is 10% of the actual cost. 


The devclo. ment rebate was, however, withdrawn in respect of plants and 
machineries installed after the 31st March, 1965 in any office premises and 
residential accommodation including guest house. 


Details of Development rebate. 


Description 

Date of acquisition 
or installation 

Rate of Development 
Rebate 

1. New ship 

After 31st March, 1964 

40% 

2. New Plant and Machinery 
used in coal mining, and 

3etween 1st April, 1965 
to 31st March, 1970 

35% 


construction, production 
or manufacture of articles 
specified in the 5th Sche- 
dule to the Act. 


3. 

Do. 

Do. 

After 31st March, 1970 

25% 

4. 

Any other categories of 

Between 1st April, 1965 



new Plant and Machinery 

to 31st March, 1970. 

20% 

5. 

Do. 

Do. 

After 31st March, 1970 

15% 

6. 

Old 

or second-hand 

After 31st March, 1964 

20% 


ships 

imported (not 



used in 

India by a resi- 




dent in India). 
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Description Date of acquisition 

or installation 

7. Old or second-hand Plant After 31st March, 1964 
and Machinery imported 
for coal mining (not used 
in India previously by a 
resident in India). 

8. Old or second-hand Plant Do. 

and Machinery imported 
(not used in India previous- 
ly by a resident in India) 
other than coal mining. 

In the case of ships acquired or plant and machinery installed after the 
31st December, 1957, the rebate is admissible only if 75% of the development 
rebate is debited in the Profit and Loss A/c for the relevant accounting year 
and credited to a Reserve Account out of vvhicli no dividend is distributed and 
no remittance outside India is made during eight subsequent years. 

If the ship, or the plant or the machinery is sold or transferred by the 
assessee to any person other than the Government, a Local Authority. 
Corporation' established by a Central, State or Provincial Act or a Government 
Company as defined in Section 61 7 of the Companies Act, 1956. within eight 
years from the end of the relevant previous year of acquisition or installation 
then the development rebate originally allowed by the Income-tax Authorities 
shall be deemed to have been wrongly allowed and the total income of the 
relative assessment year shall be recomputed. The recompulation should, 
however, be made within 4 years from the end of the picvious year in which the 
sale or transfer took place. [Section 154(5)] 

If the total income of the assessee (before making any deduction for 
development rebate) for the year of acquisition or installation is less than the 
development rebate, the difference can be carried fotvard to the next year and 
set off against the total income of the subsequent year. This carrying torward 
of development rebate is being allowed from the assessment year 1958-59 and 
the total period of carrying forward is restricted to eight years. 

Revisional Problems — Question Nos. 49, 55, 57 and 59 

(j) Tea Development Allowance (Section 33A) : In the assessment 
year 1965-66 a provision was made for granting development allowance in 
computing income from business of growing or manufacturing tea in India to the 
extent of 40% (increased to 50% in the assessment year 1966-67) of the actual 
cost of planting of tea in new area and 20% (increased to 30% in the 
assessment year 1966-67) of the actual cost of replacement or upkeep in existing 
areas. The actual cost of planting will include cost of preparing the land, cost 
of seeds, cuttings and nurseries and also the cost of upkeep of the area for 4 
years including the previous year in. which the land was prepared subject to a 
ceiling of Rs. 5,000 per acre if the land is in a hilly area and Rs. 4,000 per acre 
if the land is in any other area. The development allowance will be admissible 
in respect of the expenditure on planting commenced after the 31st March, 1965, 
and is completed before the 1st April, 1970. The allowance will be available 
in computing the income assessable for the assessment year relevant to the third 
succeeding “previous year” next following the “previous year” in which the 
land was prepared. 


Rate of Development 
Rebate 

20 % 


10 % 



§ 2 ] 


INCOME-TAX LAW AND PRACTICE IN INDIA 


125 


(k) Rehabilitation Allowance (Section 33B) : With effect from the assess- 
ment year 1967-68 provision was made for granting “rehabilitation allowance” 
in respect of any business of industrial undertaking, manufacturing or pro- 
ducing articles in India, being discontinued on account of extensive damage 
or destruction of any building, machinery plant or furniture as a direct 
result of any of the following circumstances — 

(l) flood, typhoon, hurricane, cyclone, earthquake or other convulsion 
nature, or 

(2) riot or civil disturbance, or 

(3) accidental fire or explosion, or 

(4) action by an enemy or action taken in combating an enemy 
(whether with or without a declaration of war). 

The business should be re-established, reconstructed or revived within 
3 years from the end of the previous year in which the business was dis- 
continued. On fulfilling these conditions the assessee will be entitled to a 
deduction by way of “rehabilitation allowance” amounting to 60% of the 
“obsolescence allowance” (as explained below) admissible in terms of Section 
32 (i)(iii) in respect of the building, machinery, plant or furniture damaged 
or destroyed. The deduction is admissible in computing the profits or gains 
of the previous year in which the business is re-established, reconstructed 
or rev” cd 

(I) Export Market Development Allowance (Section 35B) : In the 

assessment year 1968-69 a provision was made for granting export market deve- 
lopment allowance to a domestic company or a person (other than a company) 
resident in India in respect of expenses incurred after the 29th February, 1968 
for development of export markets. The allowance is one and one-third times 
of the expenses incurred (1) on advertisement publicity outside India in respect 
of goods, services or facilities which the assessee deals in or provides in the 
course of his business activities ; (2) on obtaining information regarding foreign 
markets for such goods, services or facilities ; (3) on the maintenance of a 
branch oflice or agency abroad fur the promotion of the sale of such goods, 
services or facilities ; (4) on the preparation and submission of tenders abroad 
for the supply or provision of such goods, service or facilities. Where a 
deduction is allow'ed under this head, no further deduction shall be allowed in 
respect of these expenses under any other head or any other assessment 
year. 


(m) Agricultural Development Allowance (Section 35C) : In the 

assessment year 1968-69 provision was made for granting agricultural develop- 
ment allowance to companies engaged in the manufacture or processing of any 
product of agriculture, animal husbandry . dairy or poultry farming. The 
allowance is one and one-fifth times of the expenses incurred after the 29th 
February, 1968 in the provision of agricultural inputs and extension services to 
a cultivator, grower or producer in India of the agricultural raw materials used 
by the companies. The agricultural inputs may be by way of supply of fertili- 
sers, seeds, pesticides, tools or implements. The extension services include 
dissemination of information on modern agricultural techniques and demonstra- 
tion of such techniques or methods. Where a deduction is allowed under this 
head, no further deduction shall be allowed in respect of these expenses under 
any head for the same or any other assessment year. 

(n) Obsolescence [Section 32 (1) (iii)]— Ordinarily the word is used to 
signify the unsuitability of a machinery or plant on account of its being out of 
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date. Whenever any machinery or plant is sold or discarded for whatever 
reason, a deduction in respect of obsolescence can be claimed ; and the amount 
to be allowed is the excess of the written down value over the sale price or the 
scrap value, as the case may be, provided the assets have been written off in the 
books of the asscssee. Where the said price exceeds the written down value, 
this excess will be deemed to be profit of the year in which the sale takes place 
and will be included in the computation of income of that year [Section 41 (2)] 

Revisional Problems — Question No. 43 

In the assessment year 1946-47, the scope of this allowance was widened 
to include buildings and to permit the allowance being given in respect of a 
building, machinery or plant not only when it is sold or discarded but also when 
it is demolished or destroyed. The difference between the written down value 
(for this purpose the written down value is arrived at by deducting also the 
initial and additional depreciation allowance, if any ) and the sale or scrap value 
is allowed as a deduction. But if any insurance, salvage or compensation are 
received in respect of these assets, these moneys, if they arc less than the written 
down value minus the scrap value, will be deducted from the allowance 
admissible and, if they arc greater, the excess will be taxed to the extent of the 
difference between the actual cost and the written down value less the scrap 
value. If a machinery or plant is sold for more than its actual cost, the excess 
over the actual cost is taxable, as “Capital gains”. In the assessment year 
1962-63, the scope of this allowance was widened further to include furniture. 

(o) Dead or useless animals [Section 36 (vi)]— A deduction is allowed in 
respect of animals used for the purposes of the business, which have died or 
become pcimanently useless. But animals which are the stock-in-trade of the 
business should not be included in this head. The amount allowable is the 
difference between the actual cost of the asscssee and the amount, if any 
realised in respect of the animals and is admissible whether the animals are 
replaced or not. 

(p) Scientific Research (Section 35) — Contributions made to Scientific 
Research Institutions and expenditure incurred on Scientific Research related to 
the business or the class of business carried on by the assesscc is admissible 
irrespective of whether it is of a revenue or capital nature — the latter being 
allowable in five annual instalments if incurred by the assessce before 31.3.67. 
Expenses incurred after 1.4.67. will be allowed in one instalment. The allowance 
must relate to capital expenditure incurred by an asscssee for carrying out 
Scientific Research in five consecutive “previous years” commencing with the 
“previous year” in which the expenditure was incurred or if the expenditure was 
incurred within three years (year here means a period of 12 months) prior to 
the date of commencement of the business, in five consecutive “previous 
years” beginning with the year in which the business was commenced. 
Allowance for capital expenditure which cannot be allowed in any year will be 
carried forward on the same basis as unabsorbed depreciation. 

(q) Family planning [Section 36 (ix)]— Provision was made in the 
assessment year 1965-66 for a deduction of bona fide expenditure incurred by a 
company for promoting family planning amongst its employees. Where the 
expenditure is of a capital natuie, one-fifth of such expenditure will be deducted 
in the “previous year” in which it was incurred and in each of the four imme- 
diately succeeding “previous years”. Allowance for capital expenditure which 
cannot be deducted in any year will be carried forward on the same basis as 
unabsorbed depreciation. 
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(r) Entertainment Expenses [Section 37 (2)]— With, effect from the 
assessment year 1962-63, entertainment expenses incurred by companies are 
admissible at the following rates— 


(i) On the first Rs. 10,00,000 of the 
profits and gains of the business 
(computed before making any 
allowance for Development rebate 
or any entertainment expense) 

(ii) On the next Rs. 40,00,00 of 
the profits and gains computed on 
the same basis 

(iii) On the next Rs. 1,20,00,000 of 
the profits and gains computed 
on the same basis 

(iv) On the balance 


At the rate of \% 
with a minimum of 
Rs. 5,000 


At the rate of \% 


At the rate of \% 


NIL 


The above rates have been reduced by 50% in respect of the expenses 
incurred after 30th September 1967. The entire expenditure incurred after 
28th February, 1970, will be disallowed. 


(«■; *2\p‘‘iiditure on Advertisement (Rule 6 B) 

The admissible allowance with effect from 10th August 1966 shall not 
exceed — 

(1) in respect of articles intended for presentation — Rs, 50 on each such 
articles ; 

(2) in respect of any advertisement outside India involving payment in 
foreign Currency — the amount covered by foreign exchange granted 
to the assessce under I orcign Exchange Regulation Act, 1947 ; 

(3) in respect of any advertisement involving payment to a person who 
has a substantial interest in the business of the assessee or to a person 
who carries on the business or profession as a publicity agent or 
advertising agent or any relative of the assessee who has a substantial 
interest in the business or profession of such publicity or advertising 
agent— the amount which is excessive or unreasonable having regard 
to the legitimate business needs of the assessee. 

Payments in respect ol any advertisement exceeding Rs. 2,500 must be 
effected by a crossed cheque drawn on a bank or by a crossed bank draft other- 
wise the payment will be disallowed. 

(t) Expenditure on residential accommodation including Guest-House 
(Rule 6 C) 

The admissible allowance with effect from 10th August, 1966 shall be 
limited to the amount expended on the maintenance of — 

(1) one or more guest-house at the principal place of business or profes- 
sion in India ; 

(2) Where the assessee is engaged in the raising or processing of raw 
materials or the manufacture, processing or production of anything or 
is maintaining any industrial establishment employing not less th an 
SO wholetime employees, one or more guest-house at the place where 
any such operation is performed ; 
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(3) in the case of a banking company, one or more guest-house in 
Bombay ; 

(4) in the case of any other assessee, one or more guest-houses at Delhi 
and at not more than two other places in India ; 

(5) where the assessee maintains one or more guest-houses at any place 
other than mentioned above for the exclusive use by the employees 
drawing “salary” not exceeding Rs. 1,000 per month. 

Expenditures which provide any benefit or amenity or perquisite to an em- 
ployee drawing annual “salary” of less than Rs. 7,500 will be allowed in full and 
in other cases it will be limited to 20% of the “salary” due to such employees in 
respect of the period of his occupation. In addition, the assessee must maintain 
a register showing details of the period of residence of the occupants. “Salary” 
in this case means the Basic Salary and Dearness Pay. (Rule 2 of Part “A” of 
the Fourth Schedule). 

Expenditures incurred after 28th February 1970, will be disallowed 
except for the purpose of maintaining a holiday home for the employees. 

(u) Expenditure in connection with Travelling etc. (Rule 6 D) 

(1) The admissible allowance with effect from 10th August, 1966 in res- 
pect of travelling by an employee or any other person outside India shall be 
limited to the foreign exchange granted under Foreign Exchange Regulations and 
the amount expended on such travel in Indian Currency for the days mainly 
devoted by such employee for the purpose of the business or profession of the 
assessee. The proportionate amount of expenses incurred by the employee for 
his private purposes (along with the official purpose) will, however, be disallowed. 

(2) The admissible allowance with effect from 10th August, 1966 in res- 
pect of travelling by an employee or any other person within India outside the 
headquarters shall be limited to 

( 1 ) in respect of travel by rail, road. The expenditure 

waterway or air, actually incurred 

(u) in respect of employee drawing a Rs. 100 per day 

-.alary of Rs. 1,000 or moie per month or part thcreol. 

in respect of any other employees Rs. 50 per day or 

part thereof. 

in respect of any other persons Amount calculated at 

the rates applicable 
in the case of the 
highest paid employee 
of the assessee. 

If the stay is at Bombay, Calcutta or Delhi the above rates shall be 
increased by 50% . If the employee or any other person mentioned above stays 
free of charge in a guest-house maintained by the assessee the amount shall 
be calculated at one-third of the .rates mentioned above, where, however, the 
occupant is provided lodging only free of charge the amount shall be calculated 
at one-half of the rates mentioned above. 

(?) Patent rights or copyrights (Section 35A)— Capital expenditures in- 
curred after the 28th February, 1966 on the acquisition of patent rights or 
copyrights used for the purpose of the business are allowed as a deduction 
in equal instalments over the unexpired period not exceeding 14. Where the 
full period of 14 years had expired before the acquisition of the rights, the en* 
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tire cost of acquisition will be allowed in one instalment. If the rights are 
sold in future, the excess over the unallowed capital cost will be taxed in the 
year of sale, on the other hand, if the sale price is less than the unallowed 
capital cost the deficiency will be allowed as a deduction in full in the year of 
sale. 


(w) Miscellaneous deductions [Section 37 (i)] — Any expenditure (not 
being in the nature of capital expenditure or expenses of the assessee) laid out 
or expended wholly and exclusively for the purpose of business, profession or 
vocation, should be allowed as a deduction from the computation of income 
under this head. Whether a particular expenditure has been incurred solely 
to earn the profits or whether it is capital expenditure depends in each case 
on the nature of the business, commercial practice, the nature of the expen- 
diture and other relative circumstances. But unless, the expenditure is incurred 
for the purpose of the business, profession or vocation, profits of which are 
being assessed, it cannot be allowed. Moreover, the outlay in respect of which 
the deduction is claimed must be an expenditure incurred for the purposes of 
the business and not for a mere sharing of the profits, assessability to income- 
tax is attached as soon as profits accrue, and the Government is not con- 
cerned with the destination or application of the profits. A payment out of 
profits and conditional on profits being earned, cannot actually be described as 
a payment to earn profits. On the other hand, expenditure in the course of 
the trade which is unremunerative or in respect of an activity the income of 
which is not taxable is non-the-less a proper deduction if wholly and exclu- 
sively made for the purpose of the trade. It does not require a receipt on the 
credit side to justify the deduction. 

There is much difference betwen expenditures laid out “for earning the 
income” and expenditures laid out “for the purpose of the business.” The 
latter is wider in scope than the former. “For the purpose of the business" 
may take in not only the day-to-day running of the business but also the 
rationalisation of its administration and modernisation of its machinery ; it may 
include measures for the preservation of business and for the protection of its 
assets and property from expropriation, coercive process or assertion of hostile 
title ; it may also comprehend payment of statutory dues and taxes imposed as a 
pre-condition to commence or for the carrying on of a business ; it compre- 
hend many other acts in the carrying on of the business. The expenditure 
incurred must be for the carrying on of the business and the assessee must incur 
it in his capacity as a person carrying on the business (otherwise than as agent 
of a third party). [1. T. R.,Vol. 53 (1964), page 140] [Supreme Court decision] 

The following instructions on the admissibility of certain expenses may 
be noted in this connection : 

(i) Contributions to private Provident Funds by an employer are allowable 
if the Fund is constituted as an irrevocable trust and if no part of the employer’s 
contributions can be recovered by him. If the fund remains in the hands or under 

^ihe control of the employer, no contributions by him would be allowed as a 
deduction, but actual payments made to employees leaving the service would be 
allowed in the year in which such payments are made, in so far as such 
payments relate to the employer’s contributions only. [Section 36 (iv)] 

(ii) Contributions to private Supper-annuation Funds by an employer are 
also allowable, if the Fund is constituted as an irrevocable trust and if no 
part of the employer’s contribution can be recovered by him. If such a Fund 
remains in the hands or under the control of the employer, no contributions 

1—17 
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by him will be allowed as a deduction but actual payments of pension to 
employees or to their widows or children should be allowed as a deduction 
when the pensionary payment is a fixed and recurring one. No claims on 
account of pensions will, however, be entertained when they are paid to persons 
who have or who at any time had a share of interest in the business, profession 
or vocation. [Section 36(iv)} 

(iii) Premia paid by an employer to cover the risk of liability to compen- 
sate any of his employees for injuries under the Workmen’s Compensation or 
Accident Insurance Act should be treated as business expenses and allowed as a 
deduction in assessing income from business. 

(iv) The following principle should be observed in dealing with claims 
that bona fide expenditure for the welfare of the employees of a business should 
be allowed as a business expense. No contributions towards expenditure 
incurred by outside bodies which may benefit the employees of a company or 
firm incidentally with members of the genera) public, should be allowed, such as 
contribution for the support of clubs, recreation grounds, religious institutions, 
dispensaries, hospitals, schools and the like. If on the other hand, an assessec 
maintaines a school or a dispensary solely for the benefit of his employees, 
reasonable expenditure on the upkeep of such an institution should be allowed 
as a business expense. Similarly, expenditure incurred for the maintenance of 
a conservancy staff employed to keep the surroundings of the dwellings of the 
employees of a concern in a sanitary condition should be allowed. In no case, 
however, should any capital expenditure be allowed, such as, for example, the 
amount expended on the construction of latrines, drains, water-works or 
hospitals. 

(v) Sums embezzled by an employee while discharging his official duties, 
are an admissible charge against the business of his employer. 

Cash is the stock-in-trade of a banking business and its loss in the course 
of the business under varying circumstances is deductible as a trading loss in 
computing the total income of the business. The retention of moneys in the 
premises of a bank to meet the demands of its constituents, which is a part of 
the operation of banking, carries with it the ordinary risk of being subject to 
embezzlement, theft, dacoity or destruction by fire etc., such risk of loss is 
incidental to the carrying on of the operations of banking business. 

A public company which carried on the business of banking, had branch 
at Ramnagar. In the usual course .of its business large amounts were kept in 
various safes in the premises of that branch. At about 7 P.M. on June 11, 1951, 
there was a dacoity and the dacoits carried away cash amounting to Rs. 1 ,06,000 : 

It was held by the Hon’ble Supreme Court that the loss incurred by dacoity 
was incidental to the carrying on the business of banking and was deduc- 
tible as a trading loss in computing the income from the banking business. 

[I. T. R., Vol. 55 (1965), page 707J 

0 

In order that loss of money may be regarded as trading loss and deducted 
in computing business profits the loss must be one that spring directly from the 
carrying on of the business or its operations and must be incidental to it. If the 
loss is incidental to the business and has occured during business operations it 
has got to be taken into account in computing net profits and gains of an assessee 
under Section 10(1) (old section) of the Income-tax Act. The expressions 
“incidental” and “relevant” jn relation to losses do not relate to the frequency 
of the happening of the risk or necessarily to its exposure to such risk, but to 
their nature and character, that is to say, loss must be connected with the 
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operation to produce income. [ I. T. R., Vol. 61 (1966), page 308 ] fPatna 
High Court decision] 

(vi) Assessccs sometime receive from their constituents payments intended 
to cover railway expenses, cooly charges etc., which they have to incur in course 
of their business. When payments are made out of the sums and are debited 
specifically to constituents, they may be allowed as deductions from the assess- 
able income, without insisting on strict proof of payment by the production of 
vouchers, provided that it is reasonably certain that the payments have 
been made. 

(vii) Indian traders and businessmen charge their customers or clients a 
small fee on each transaction for example so many paise on each bag of some 
commodity sold, the proceeds of which are supposed to be devoted to various 
religious, charitable or educational purposes Such customary subscriptions by 
clients and customers for religious or charitable (including educational) purpose, 
and the corresponding expenditure by the assessee, should be left out of account 
altogether in computing the taxable income provided that the Income-tax 
Officer is reasonably satisfied that the sums in question are really applied by the 
assessee ultimately (and not necessarily in the year of collection) to the object 
for which they were ostensibly collected. No attempt should be made to 
separate these subscriptions from the trade expenses of the customers or 
clients U. wn-'m they are charged and to disallow them as not being trade 
expenses. 

(viii) Sums received for political purpose should be included in the income 
but the corresponding expenditure on these purposes should not be allowed as a 
deduction from taxable income. 

(ix) Strictly speaking, the cost of audits and similar operations conducted 
specially for income-tax purposes whether in connection with appeals or with 
revision petitions cannot be allowed as deduction from taxable profits. 

The reason for this is, of course, that whereas an audit or similar operation 
conducted in the ordinary course of business is properly treated as a 'business 
expense', it is clear that one conducted purely in connection with income-tax 
proceedings cannot be said to be incurred solely for the purpose of earning the 
profits or gains liable to income-tax. Since, however, there may be difficulty in 
individual case in determining whether an audit or similar operation has been 
conducted wholly or partly for business purpose and, in the latter case, what 
portion of the expenditure incurred in connection with it can properly be treated 
as a ‘business expense’, it has been decided that audit or other accountancy 
service in connection with an assessee’s accounts for the previous year rendered 
before his return of income is made if such a return is made on the due date 
or within any extended period allowed by the Income-tax officer for its sub- 
mission, should be treated as work done for ordinary business purposes and 
therefore, the expenditure incurred thereon should be regarded as an admissible 
deduction in computing taxable income. But expenses connected with subse- 
quent proceedings before the higher authorities in Appeal, Review or High 
Court will not be allowed. 

(x) The premiums received by a company on issue of shares are capital 
receipts and the cost of issuing shares is capital expenditure. 

§ 3. Inadmissible expenses (Section 40)— The following allowances are 
not admissible in computing the income under this head : 
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(a) Any sum paid on account of a cess, rate or tax levied on the profits 
or gains of any business, profession or vocation or assessed as a proportion or 
otherwise on the basis of any such profits or gains. 

(b) A payment which is chargeable under the head “Salaries” if it is 
payable without India unless tax has been paid thereon or deducted therefrom 
under Section 192. 

(c) Interest, salary, commission or remuneration paid by a firm to any 
partner of the firm whether the firm is registered or unregistered. 

(d) A payment to an unrecognised Provident Fund or other fund esta- 
blished for the benefit of the employees unless effective arrangements have been 
made to secure proper deduction to tax from any payments made from the fund 
which are chargeable under the head “Salaries”. 

(e) Any perquisite, benefit or amenity enjoyed by a director or a person 
who has substantial interest in the company which is, in the opinion of the 
Income-tax Officer, unreasonable having regard to the legitimate business require- 
ments. even if the disallowed amount is taxable in the hands of the recipient. 

(f) Any perquisite benefit or amenity enjoyed by an employee in ex- 
cess of 20% of his salat y after February, 1964 even if the disallowed amount 
is taxable in the hands of the recipient. 

With effect Horn the assessment year 1969-70 the disallowance will be 
limited to 20% of the salary [as defined in clause (h) of Rule 2 of Part A of the 
Fourth Schedule] with a maximum of Rs. 1,000 per month. Further ex- 
penditure by way of repairs, maintenance etc. or allowance by way of 
depreciation in respect of any assets of the company provided to the employee 
for his benefit will also be included within the limit. Benefits, amenities or perqui- 
sits provided to employees drawing annual salaries, below Rs. 7.500 and 
gratuities, travel concessions, passage moneys, tax on the salary of a foreign 
technician, compensation, etc. will not be taken in applying the limit. 

Under Departmental instiuctions (Central Board of Direct Taxes Cir- 
cular No. 32 of 1969) salary, • dearness allowance, bonus, commission or 
any other cash allowance payable to the employee in teims of his contract 
of service, would be regarded as salary under Section 17 (3) (ii) and not 
as “benefit or amenity” for the purpose of Section 40 (a) (v) of the Income- 
tax Act. Further, only those cash payments would be covered by the ex- 
pression “perquisites, amenities and benefits” which are paid to the employee 
voluntarily and gratuitously and not in terms of the specific provisions of 
his contract of employment. In other words, the employee concerned should 
not have been in a position to enforce the payment of these amounts in 
a court of law. 

(g) Any expenditure incurred after the 31st March, 1964 on account of 
advertisement, maintenance of any residential accommodation, travelling (includ- 
ing hotel expenses) shall be allowed only to the extent and subject to such 
conditions as may be prescribed by the Central Board of Direct Taxes. (Vide 
pages 127 and 128) 

The assessee, which carried on the business of importing dates from abroad 
and selling them in India, imported dates from Iraq partly by steamer and partly 
by country craft, at a time when import of dates by steamer was prohibited. 
The dates which were imported by steamer were, confiscated by theCustons 
authorities under Section 167 of the Sea Customs Act (item 8), and the assessee, 
being given an option under Section 183 of that Act to pay a fine, paid the fine 
and had the dates released. In computing its profits, the assessee sought to 
deduct the amount paid as fine*as an allowable expenditure under Section 10 (2) 
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(xv) (old section) of the Income-tax Act. It was held by the Hon’ble Supreme 
Court that no expense which was paid by way of penalty, could be said 
to be an amount wholly and exclusively laid for the purpose of the business 
of the assessee within the meaning of Section 10 (2) (xv) (old section) of the 
Income-tax Act and the fine paid by the assessee was not an allowable de- 
duction under that section. (I. T. R., Vol. 41 (1961), page 350] 

§ 4. Payments to relatives (Section 40 A) — In the assessment year 1968-69 
provision was made for disallowance of payments made by an assessee to a 
relative or to an associate concern which is considered by the Income-tax Officer 
to be excessive or unreasonable having regard to the fair market value of the 
goods, services or facilities for which the payment is made or the legitimate 
needs of the business or profession of the assessee or the benefits derived by him 
or accruing to him therefrom. In the case of individuals the relative means the 
husband, wife, brother or sister or any ascendant or descendant of that 
individual. In the case of a firm, Hindu undivided family or association of 
persons the relationship shall be reckoned with reference to the partner of the 
firm and members of the family or association. In the case of a company the 
relationship shall be reckoned with reference to directors or substantial 
shareholders. 

§5 Remission of liability [Section 41 (1)]— Under general law trading 
liabilities allowed as a businees expense in a year cannot be treated as income 
if remitted in any subsequent year. But any loss, expenditure or trading liability 
allowed in an earlier assessment will be taxable if any benefit accrues to the 
assessee by remission or cessation of liability. In other words, the Department 
will tax as income what it had already allowed as a deduction. But when a 
liability becomes time-barred, there is neither ‘remission’ not ‘cessation’ of the 
liability, only the creditor’s remedy becomes time-barred. Therefore, if any 
trading debt allowed as an expense in an earlier assessment becomes time- 
barred, the amount should not be taxed in that year. 

Revisional Problems — Question No. 34 

The assessee, a public limited company which carried on business of manu- 
facturing textiles, maintained its accounts according to the mercantile system. 
The expenses for wages to the employees engaged for carrying on the business 
of the company were shown in the accounts as liabilities as and when they 
accrued irrespective of actual payment, and the entire sum so due was shown as 
a deduction in its accounts and was also allowed as such in the income-tax assess- 
ments made on the company. It sometimes happened that all the workers did 
not turn up to collect their dues and, consequently, a portion of the wages in 
each year remained unpaid and such unpaid wages used to be transferred to an 
account called “unpaid wages account”. These unclaimed wages were showm as 
liabilities and formed part of the liabilities shown in the balance-sheets of each 
year under the heading “other finance”. The Appellate Tribunal held with 
respect to some of the amouts so transferred to the unpaid wages accounts that 
the liability of the assessce-corapany in respect of these amounts had become 
time-barred as more than three years had already elapsed since those wages had 
become due, and as the creditors’ legal remedies for recovery had ceased, the 
legal liability to pay also ceased and the provisions of Section 10 (2A) old 
section) applied and such amounts could be added back as income. It was held, 
by the Hon’ble Gujrat High Court that a debt shown in a balance-sheet 
is an acknowledgement within the meaning of Section 19 of the Limitation 
Act, even though a balance-sheet is not addressed to any particular creditor. 
As the assessee-company used to acknowledge publicly its liability in respect 
of these unpaid wages in the balance-sheet at the end of each year, the 
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"debt of the assessee-company in respect of these unclaimed and unpaid wages 
remained outstanding and the assessee-company continued to be liable to 
pay those amounts and Section 10 (2A) (old section) was not applicable. 
[I. T. R., Vol. 54 (1964), page 167J 

Illustration 23. 

Sri Indu Bhusan Bose (unmarried) prepared the follwoing Profit and Loss 
Account of his cloth shop for the year ended 31st March, 1970. You are 
required to compute his total income. 


Profit and Loss Account for the year ended 31st March, 1970. 


' Salaries & wages Rs. 

12.400 

By Gross Profit Rs. 

34,625 

Rent, Rates etc. 

1,600 

Discount received 

375 

Household expenditure 

3,100 



Income-tax 

900 



Advertisement 

800 



Postage St Telegrams 

600 



Gifts St Presents 

900 



Fire Insurance Premia 

400 



Resv. for Doubtful Debts 

800 



Interest on capital 

600 



Audit Fees 

400 



Net Profit transferred 




to Capital A/c. 

12,500 



Rs. 

35,000 

Rs. 

35,000 


ANSWER 


Statement of total income for the year ended 31st March, 1970. 
Assessment year 1970-71 


Net Profit as per Profit St Loss A/c. 


Add Inadmissible expenses — 

Household expenses Rs. 3.100 

Income-tax 900 

Gifts St Presents 900 

Resv. for Doubtful Debts 800 

Interest on Capital 600 


Rs. 12.500 


6,300 


Total Income 


Rs. 18,800 


Notes : (1) Household expenses being personal expenses are disallowed. 

(2) Income-tax paid in relation to income is disallowed. 

(3) Gifts and presents being expenditure not for the purposes of 
business are disallowed. 

(4) Reserve for Doubtful Debts is not allowed but actual Bad 
Debts are admissible. 

Illnstration 


From the following Trading and Profit and Loss Account of the Jogia 
Colliery Co. Ltd., for the year ended 31st March, 1970, compute its total 
income. 
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THE JOGTA COLLIERY CO., LTD. 


Trading Account for the year ended 31st March, 1970. 


To Stock of coal (as 


at 1st April, 1969) Rs. 

60,000 

Wages 

19,40,000 

Electric Power 

90,000 

Stores 

1,20,000 

Rent, Royalty & Wayleaves 
Workmen’s Compensation 

90,000 

Insurance 

75,000 

National Health Insurance 

50,000 

Carriage on sales 

80,000 

Gross profit carried down 

6,45,000 

Rs. 

31,50,000 


By Sales Rs. 31,00,000 

Stock of coal (as at 
31st March, 1970) 50,000 


Rs. 31,50,000 


Profit and Loss Account for the year ended 31st March, 1970 


T o Salaries Rs. 

1,20,000 

Office Rent 

18,000 

Sales Agency 


Commission 

15,700 

Bonus to Employees 

12,300 

Income-tax 

12,800 

Fire Insurance 

4,200 

Interest on Debentures 

18,000 

Director’s Fees 

3,750 

Bank charges 

2.250 

Resv. for Doubtful Debts 

5,000 

Preliminary expenses 


written off 

30,000 

Discount on issue of Debentures 

15,000 

Depreciation : 


Boilers @10% 11,300 


Machinery (5! 20% 6.000 


Shafts St Inclines 


@7% 13,200 

30,500 

Net profit for the year 

3,62,500 


Rs. 6,50.000 


By Gross profit 
brought down Rs. 6,45,000 
Discount 5,000 


Rs. 6,50,000 
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ANSWER 


Statement of total income for the year ended 31st March, 1970 
Assessment year 1970-71 


Net profit as per Profit & Loss Account 
Add : Inadmissible expenses— 

Tncome-tax Rs. 12,800 

Resv. for Doubtful Debts 5,000 

Preliminary Expenses 30,000 

Discount on the issue of Debentures 15,000 
Depreciation 30,500 


Rs. 3,62,500 


93,300 
Rs. 4,55,800 


Less : Depreciation at the prescribed rates 

Boilers @10% Rs. 11,300 

Underground machinery (a 15% 4,500 

Shafts & Inclines @ 10% 17,600 


33,400 


Total Income 


Rs. 4,22,400 


Notes : (1) Bonus to Employees— This is allowed being a regular payment 
made year after year to the employees in addition to their 
salaries. 

(2) Preliminary expenses, discount on the issue of Debentures — 

These being capital expenses are inadmissible. 
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Illustration 25 


A new machinery was installed by a Saw Mill on the 1st December, 1967 
the cost being Rs. 20,00,000. Calculate the amount of depreciation and 
development rebate admissible for the assessment years 1968-1969, 1969-70 
and 1970-71. 


ANSWER 


Accounting year 1.4.67 to 31.3.68 
Assessment year 1968-69 


Actual cost as at 1.12.67 

Rs. 

20,00,000 

Development Rebate @20% of Rs. 20,00,000 

Rs. 

4,00,000 

Depreciation @10% Rs. 20,00,000 for half year 

Rs. 

1,00,000 

Accounting year 1.4.68 to 31.3.69 

Assessment year 1969-70 

Actual cost as at 1.12.67 

Less : Depreciation allowed in 1968-69 assessment 

Rs. 

20,00,000 

1,00,000 

Written down value as at 1 .4.68 

Rs. 

19,00,000 

Depreciation @ 10% of Rs. 19,00,000 

Rs. 

1,90,000 

Accounting year 1.4.69 to 31.3.70 

Assessment year 1970-71 

Written down value as at 1 . 4. 68 

Less : Depreciation allowed in 1969-70 assessment 

Rs. 

19,00,000 

1,90,000 

Written down value as at 1 . 4. 6| 

Rs. 

17,10,000 

Depreciation @ 10% of Rs. 17,10.000 

Rs. 

1,71,000 


Illustration 26. 

On the basis of the accounts overleaf, compute the toyil inO^^T of the 
Company for the assessment year 1970-71. 

1-18 
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THE KUVER 
Balance Sheet as at 

LIABILITIES 

Authorised Capital 

5.000 6% Preference Shares 
of Rs. 100 each 

50.000 Ordinary Shares of Rs. 10 each 

Subscribed Capital 

5.000 Preference Shares Rs. S, 00, 000 

25.000 Ordinary Shares 2,50,000 

Rs. 7,50,000 


Less : Calls unpaid 

5,000 Rs. 

7,45,000 

Loan Account 


30,000 

Sundry creditors for expenses and 
goods supplied 


75,000 

Employee’s security deposit 


5,000 

Profit and Loss Account 

Balance from last account 

Less; Preference Div. for 
the year ended 31-3-69 

Rs. 35,000 

30,000 

Rs. 5,000 


Add Net profit for the 
year ended 31.3.70 

1,20,930 

1,25,930 


Rs. 5,00,000 
5,00,000 
Rs. 10,00,000 


Rs. 0,80,930 
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CHEMICAL CO., LTD. 

31st March 1970. 

ASSETS 


Land at cost 

Buildings (First class) 

Additions on 1-4-69 


Rs. 2,50,000 
9,875 

Rs. 1,75,000 



Rs. 2,59,875 


Less : Depreciation @ 2 5% 
up to 31-3-69 

T\>'*h?ycar2‘5% 

Rs. 9,875 
6,250 

16.125 

2,43,750 

Chemical Machinery 

Additions on 1-4-69 


Rs. 3,90.000 
10,000 




Rs. 4,00,000 


Less : Depreciation @10% 
up to 31-3-69 

For the year @10% 

Rs. 47,500 
35,250 

82,750 

3,17,250 

Motor Lorries 

Less : Depreciation @ 25 % 
up to 31-3-69 

For the year @30% 

Rs. 7,000 
2,700 

Rs. 16,000 

9,700 

6,300 

Furniture 

Additions on 1-4-69 


Rs. 5,000 

1,580 




Rs. 6,580 


Less : Depreciation @10% 
up to 31-3-69 

For the year 

Rs. 580 
600 

1.180 

5,400 

Stock in Trade 

Sundry Debtors 

Cash at Bank 

Cash in hand 


Rs. 55,000 
2,230 

86,000 

90,000 

57,230 


Rs. 9,80,930 
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THE KUVER 

Trading and Profit and Loss Account 


To stock as at 1st April, 1969 Rs. 70,000 

Raw Materials 2,60,000 

Wages 1,20,000 

Packing materials 30,000 

Fuel and Electric 15,000 

Gross Profit 4,35,000 


Rs. 9,30,000 


Establishment charges Rs. 90,000 

Advertisement & Propaganda 65,000 

Travelling expenses 10,500 

Delivery and conveyance 7,500 

Rent and Taxes 8,600 

Repairs and Renewals 6,400 

Printing and Stationery 9,000 

Postage and Telegrams 1.800 

Telephone Charges 1,200 

Income-tax 7,850 

Interest on Loans 1,800 

Fire Insurance Premia 2,700 

Hospital fees of Employees 1,550 

Removal charges to new premises 2,400 

Bad Debts written off 7,000 

Law charges 6,700 

Miscellaneous expenses 12,600 

Directors’ & Auditors’ Fees 3,490 

Depreciation : 


Lorries 2,700 

Furniture 600 44,800 


Managing Agents’ commission 23,180 

Net profit earned to Balance Sheet 1 ,20,930 


Rs. 4,35,000 


unapproved institution and Rs. 750 lost through embezzlement 
by an employee. 


(2) Law charges include Rs. 4,300 being cost of defending 
a suit brought against the company for encroachment on 
Municipal lands. 
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CHEMICAL CO., LTD. 

for the year ended 31st March 1970. 


141 


By Sales Rs. 8,60,000 

Less : Returns 16,000 Rs. 8,44,000 

Stock as at 31st March, 1970 86,000 

Rs. 9,30,000 

By Gross profit Rs. 4,35,000 


Rs. 4.35.000 
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ANSWER 

Statement of total income for the year ended 31st March, 1970 
Assessment year 1970-71 

Net profit as per Profit and Loss Account Rs. 1 ,20,930 

Add : Inadmissible expenses — 


Income-tax 

Rs. 7,850 


Removal charges 

2,400 


Law charges 

4,300 


Donation 

2,000 

16,550 


Total Income Rs. 1,37,480 


§ 6. Rules for computing profits and gains of Tea Companies — Income 
derived from the sale of tea grown and manufactured by the seller in India shall 
be computed as if it were income derived from business, and 40 per cent 
of such income shall be deemed to be income, profits and gains liable to tax. 
In computing such income, an allowance shall be made in respect of the cost 
of planting bushes in replacement of bushes that have died or become 
permanently useless in an area already planted unless such area has previously 
been abandoned. Consequently, in assessing the profits of tea companies, there 
will be allowed, as a charge against profits, the whole of the upkeep (e. g., 
weeding and draining) of extensions of the estate which are not in bearing, 
but no capital expenditure in connection with such extensions. Once the 
cultivation has began with the completion of the planting, the annual cost of 
the upkeep of such extensions should be allowed as a business expense even 
though the estate is not in bearing. 

The question as to what is capital or revenue expenditure in respect of tea 
gardens is one the answer to which depends on certain general principles. 
The cost of the upkeep (e.g., weeding and draining) of an area that is not in 
bearing may be charged to revenue, while expenditure on the main tenance of an 
area that has not reached maturity may be classified as revenue expenditure, 
any income derived from the sale of tea at this stage is on the same footing as 
income from the sale of tea at other stage and should be taken into account in 
computing taxable income of the concern. 

Under Section 15 of the Indian Tea Control Act, 1933 (now Section 31 
of the Tea Act, 1953), the owner of a tea estate may transfer his right to 
obtain export licences in whole or in part to any party. Where the export 
or production quotas are transferred by the owner of a tea estate to which they 
appertain, the price realised should be treated as if it were income derived 
from the sale of tea grown and manufactured by the seller, and 40 per cent of 
the income derived from the sale of the rights will be held liable to tax. Where, 
however, a further transfer is made by a person other than the owner of the 
tea estate to which the quota has been allotted, whether or not such person is 
himself the owner of a tea estate to which another quota has been allotted, his 
profits on that transaction cannot in any sense be said to have resulted from 
the growth by him of tea and will have to be treated as wholly taxable in the 
assessment of the seller. The same applies to the profits made by an owner of 
a tea estate out of a transaction in which he buys a quota and uses it for the 
export of tea grown in an estate not his own (e.g., after manufacturing tea in 
his factory from green tea grown elsewhere). If a quota is purchased by the 
owner of another tea estate and is utilised by him for the exportation of tea 
grown on his own estate, such purchase enable the purchaser to market the pro- 
duct of his own tea estate and it follows that the cost of buying the quota will 
have to be debited to the income of the concern before apportionment under 
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Rule 7. Where the quota if purchased by a person who is not the owner of a tea 
estate or if purchased by the owner of a tea estate is resold by him, or is used by 
him for the export of tea grown on an estate not his own, the expenditure will 
be allowed in full in computing the purchaser’s profits which, however, are 
not covered by Rule 8 and are, therefore, taxable in full. 

In the assessment year 1965-66, a provision was made for granting 
development allowance in computing income from a business of growing or 
manufacturing tea in India to the extent of 40% (increased to 50% in the assess- 
ment year 1966-67) of the actual cost of planting of tea in new area and 20% 
(increased to 30% in the assessment year 1966-67) of the actual cost of replace- 
ment of upkeep in existing areas. The actual cost of planting will include cost 
of preparing the land, cost of seeds, cuttings and nurseries and also the cost of 
upkeep of the area for 4 years including the “previous year” in which the land 
w&> prepared subject to a ceiling of Rs. 5,000 per acre if the land is in a hilly 
area and Rs. 4,000 per acre if the land is in any other area. The development 
allowance will be admissible in respect of the expenditure on planting commenc- 
ed after the 31st March, 1965, and is completed before the 1st April. 1970. The 
allowance will be available in computing the income assessable for the assess- 
ment year relevant to the third succeeding “previous year” next following the 
“previous year” in which the land was prepared. 

In determining the amount chargeable to income-tax where the income 
is partially agricultural and partially from business (as in the case of sugar 
mills having own cultivation) the market value of the agricultural produce which 
has been raised by the assessec or received by him as rent-in-kind and which 
has been utilised as a raw material in such business or the sale receipts of which 
are included in the accounts of the business shall be deducted and no further 
deduction will be made in respect of any expenditure incurred by the assessee 
as a cultivator or receiver of rent-in-kind. (Vide Rule 7 of the Income-tax 
Rules, 1962). [Revisional Problems— Question No 43] 

Illustration 27. 

From the following account of the Balacoba Tea Estates Ltd., compute its 
total income. 


Garden Account for the year ended 31st March, 1970 


General Charges 

Rs. 


By Transfer to Profit 


Superintendence 

3,910 


& Loss A/c 

Rs. 44,726 

Allowance 

610 


Transfer to De- 


Agency charges & 
visiting 

Cooly lines latrines 

1,824 


velopment A/c 

409 

& water supply 
Workmen’s Comp. 

328 




Insurance 

68 




Medical & Sanitation 438 




Festival expenses 

100 




Recruiting expenses 
Staff Provident 

402 




Fund (Recog.) 

492 




Dearness allowance 

520 

8.692 



Carried over 

Rs. 

8,692 

Carried over 

Rs. 45,135 
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Brought forward Rs. 8,692 Brought forward 


[Chap. X 
Rs. 45,135 


Field works 

Nurseries and seeds 343 
Cart Roads & Bridges 105 
Estate paths & culverts 169 
Railings A Boundaries 73 
Bush Sanitation 106 

Pruning 530 

Weeding 1 ,460 

Cost of manure 1,540 
Pests and diseases 265 
Plucking including 

baskets 3,480 

Purchase of 
green leaf 

(1,04585 lbs) 11,041 


Crop Works 


Manufacture 


Factory Staff 

650 

Labour 

1,605 

Packing material 

6,218 

Fuel for power 

1,403 

„ „ drier 

717 

Transport & storage 
Postage etc. on 

234 

tea parcels 

5,505 

Water supply 

360 

Fire Insurance 

230 

Capital A/c. 
Abandoned area 


replanted 



19,112 


16,922 


409 


Rs. 

45,135 


Rs. 

45,135 

Profit and Loss Acconnt 

for the 

year ended 31st March, 

1970 


To amount trans- 

Rs. 

63,960 lbs. tea sold 

Rs. 

59,262 

ferred from Garden A/c 

44,726 

2,492 „ „ in stock 

2,495 

Bonus of Staff 

Debts and Advances 

380 

66,452 lbs. 

<& 93 P. Per lb. 

Rs. 

61,757 

written off 

84 Sale of export rights 


Depreciation : 

Bungalow Rs. 958 
Cooly Lines 154 

Factory Bldgs. 312 

Tea Machinery 1,244 
Furniture 216 

2,884 

for 32,727 lbs. out 
of the allotment 
for the year 


6,333 


Carried over 


Rs. 48,074 


Carried over 


Re. 68,090 



s*t 


Brought forward Rs 
Profit for the 

year transferred 
to Balance-Sheet 
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48,074 Brought forward Rs. 68,090 

20,016 

Rs. 68,090 Rs. 68,090 


Tea made from Estate Leaf —40,008 lbs. 

Bought Leaf ^26,444 „ 

Total tea made --66,452 lbs. 


The company is liable to pay tax on 40% of its profits from estate leaf 
and sal e of export rights and on 100% of its profits from leaf bought from 
outside. 


1—19 
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Cost of manufacturing Bought leaf 


Direct Charges 

Crop works Rs. 16,922 

Depreciation on Factory 

and Machinery 1,058 


Indirect charges 


Superintendence Rs. 3,910 

Allowances 610 

Agency charges and visiting 1 ,824 


onRs. 45,135* Rs 6,344 


'i iierefore proportionate 

amount on Rs. 16,922 


Upkeep of Cooly Lines etc. 328 

Workmen's Compensation 

Insurance 68 

Medical and sanitation 438 

Dep. on Bungalow, Lines 

and Furniture 1.328 

On 10,508 Coolies* Rs. 2,162 


Therefore proportionate 

amount on 4,368 coolies — 

Cost of manufacturing 66.452 lbs 
@ 32.2 P. per lb. 

Therefore cost of manufacturing 26,444 lbs. 
@ 32-2 P. per lb. 


Bought Leaf Account 


To value of 1,04,585 

lbs. Green leaf Rs. 1 1 ,041 00 
Cost of manufac- 
turing 26,444 lbs. 
bought leaf (a} 

32 2 P. per lb. 8,514 96 

Profit 5.036.96 


By Receipt from 

26,444 lbs. tea made 
from bought lcaf@ 
93 P. per lb. 


Rs. 24,592.92 


Rs. 17,980 


2,519 


898 

Rs 21,397 
Rs 8.514.% 


Rs. 24,952.92 


Rs. 24,952.92 


* Assumed figures 
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Adjusted Profit and Loss Account for income-tax purpose* 



Rs. 

Rs. 

By Proceeds of 66,452 



To General Charges 

8,692 


lbs. tea at 93 P. 



Field Works 



per lb. 

Rs. 

61,757 

including 



Less : 26,444 lbs. tea 


bought leaf 

19,112 


from bought leaf 



Crop works 

16,922 


(considered separately) 


24,593 


44,726 



Rs. 

37,164 

Less : Festival 






Expenses 

100 

44,626 

Sale of export rights 
out of the allotments 
for the year 



Bonus to Staff 


380 


6,333 

Bad Debts written off 


84 



Depreciation 


2,884 





47,974 


Less : Value of green 

leaf purchased 11.041 
Cost of manu- 
facturing 

bought leaf 8,515 

19,556 



Rs. 

Profit : 

28,418 

15,079 



Rs. 

43,497 

Rs. 

43,497 

Statement of total income 



40% of the profit from Estate leaf and sale of 

Export right — Rs. 15,079 

Profit on manufacturing bought leaf 

Rs. 

6,032 

5,037 

Total Income 

Rs. 

11,069 


Revision* I Problems 

Question Nos. 22, 23 , 29 , 34 , 33, 39 42, 43, 46, 48 and 56 



CHAPTER XI 


HEADS OF INCOME (Continued) 

CAPITAL GAINS (Sections 45 to 55) 

§ 1. Scope of the Sections — Tax is payable by an assessee in respect of 
profits and gains arising from sale, exchange, relinquishment or transfer of a 
Capital asset after the 31st March, 1956. Capital asset has been defined in 
Section 2 (14) meaning any kind of property excluding personal effects (wearing 
apparel, jewellery and furniture), stock-in-trade, consumable stores and raw 
materials, held for the purpose of business, profession or vocation and agricul- 
tural land In India. With effect from the 1st March, 1970. agricultural 
lands situated within any municipalities, municipal corporations, town commi- 
ttees, town area committees, notified area committees having a population 
of more than 10,000 have been included in the capital asset. The profits 
and gains shall be deemed to be income of the year in which the sale, 
exchange, reliquishment or transfer shall take place. 

With effect from the Assessment year 1962-63, “Capital Asset” has been 
divided into two categories ; “Short-term Capital Asset” and “Long-term Capital 
Asset”. The former means a Capital asset held by an assessee for less than 12 
months immediately preceding the date of sale, exchange or transfer. “Long- 
term Capital Asset” consequently means a Capital asset held by an assessee for 
more than 12 months. With effect from the assessment year 1969-70 this period 
has been extended to 24 months. 

§ 2. Exemptions — The following shall not be treated as sale, exchange, 
relinquishment or transfer for the purpose of computing Capital gains — 

(a) Distribution of Capital assets on total or partial partition of a Hindu 
undivided family or under a deed of gift, bequest or Will. 

(b) Transfer of Capital asset by a principal company to a 100% subsidiary 
company registered under the Indian Companies Act, 1956. 

Assets distributed by a company in liquidation to its shareholders shall 
not be regarded as a transfer for the purpose of “Capital Gains” but the share- 
holders will be chargeable under the head “Capital Gains" on the difference 
between the market value of the assets on the date of distribution and the cost 
of acquisition of the shares to them. 

§ 3. Computation of the Capital gain — The amount of Capital gain shall be 
computed after making the following deductions from the full value of the 
consideration for which the sale, exchange, relinquishment or transfer is made. 

(a) Expenditure incurred solely for such sale, exchange, relinquishment 
or transfer. 

(b) The actual cost to the assessee of the Capital asset plus any expendi- 
ture of capital nature incurred in making any additions or alterations thereto. 
If the actual cost cannot be ascertained, the fair market value as on the 1st 
January, 1954 may be substituted. 

Profits arising from sale of “Short-term Capital Asset”— Profits 
arising tfl _flll .categ onea-of assessees from sale of “Short-term Capital Asset” 
should be included! n the total income of the assessee like any other heads 
of income. To illustrate— 

Income from House property Rs. 16,000 

Profit from sale of “Short-Term Capital Asset" 12,000 


Total Income Rs. 28,000 

[Revisions! Problems— Question No. 55] 
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§ 5. Losses arising from sale of “Short-term Capital Asset” (Section 74)— 
Loss arising to all categories of ass essees from sale, of “Short-term Capital 
Asset’* can be set off against profit arising from safe of any other “Short-term 
Capital Asset” and any “Other heads of income” thereafter in the same assess- 
ment year. If this loss cannot be wholly set off in one year, it shall be carried 
to the succeeding year and set off against the profit arising from sale of 
Short-term Capital Asset” of that year only and so on. The total period of 
carrying forward this loss is restricted to eight years only. To illustrate — 


Income from House property 

Loss from sale of “Short-term Capital Asset” 

Rs. 

10,000 

6,000 

Total Income 

Rs 

4,000 

Income from House property 

Loss from sale of “Short-term Capital Asset” 

Rs. 

10,000 

16,000 

Carried over to the succeeding year 

Loss Rs 

6,000 


§ 6. Profits arising from sale of “Long-term Capital Asset” (Section 80T)— 

Profit arising to an assessee other than a company from sale of “Long-term 
Capital Asset” should be included in the total income of the assessee. If 
the total amount of profit under this head is less than Rs. 5,000, then it shall 
be ignored for all purposes. In addition, if the total income from all sources 
(including profit arising from “Short-term Capital Asset” and “Long-term Capital 
Asset”) is less than Rs. 10,000, then, even if the profit arising from sale of 
Long-term Capital Asset” is more than Rs. 5,000, no tax is payable in respect 
of the profit arising from “Long-term Capital Asset.” To illustrate — 


Income from House property 

Profit from sale of “Short-term Capital Asset” 

Profit from sale of “Long-term Capital Asset” 

Rs 

10,000 

3,000 

4,500 

Gross Total Income 

Less : Profit from sale of “Long-term Capital Asset” 

Rs. 

17.500 

4.500 

Total Income 

Rs. 

13,000 

Profit from sale of “Long-term Capital Asset” will not be included 
computation of total income as the amount is less than Rs. 5,000. 

in the 

Income from House property 

Profit from sale of “Short-term Capital Asset” 

Profit from sale of “Long-term Capital Asset” 

Rs. 

2,000 

2,000 

5,800 

Gross Total Income 

Less : Profit from sale of “Long-term Capital Asset” 

Rs. 

9.800 

5.800 

Total Income 

Rs. 

4,000 


Profit from sale of “Long-term Capital Asset” will not be included in 
the computation of total income a$ the gross total income is less than Rs. 10,000. 

With effect from the assessment year 1964-65, “Long-term Capital Asset" 
was sub-divided into two groups : (1) assets comprising of lands or buildings. 
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and (2) assets other than lands and buildings i.e., shares, securities etc. In 
addition, the first Rs. 5,000 of the Capital gains arising from sale of “Long-term 
Capital Asset” became non-taxable with effect from the Assessment year 1964-65. 
If Capital gains arise from both groups of assets in the same accounting year the 
non-taxable portion of Rs. 5,000 will be allocated entirely against the profit 
arising from sale of “Long-term Capital asset” comprising of lands or buildings. 

With effect from the assessment year 1968-69 if the gross total income of 
theassessee is more than Rs. 10,000 then the first Rs. 5,000 of the profits 
arising from sale of “Long-term Capital asset” comprising of lands or buildings 
and 45% of the balance should be excluded from the computation of the gross 
total income.If the gross total income of the assessee is more than Rs. 10,000 
and the assessee has no income arising from sale of “Long-term Capital asset” 
comprising of lands or buildings, then the first Rs. 5,000 of the profits arising 
front sale of “Long-term Capital asset” comprising other than lands or buildings 
i.e. shares, securities etc., and 65% of the balance shall be excluded from the 
computation of the gross total income. To illustrate — 

Income from House properties Rs. 1 5,000 

Profit from Sale of “Long-term 

Capital asset”— “Buildings” Rs. 15,000 

Less : 1st Rs. 5,000 5,000 


Less: 45%ofRs. 10,000 


Rs. 10,000 
4,500 


Total Income 

Income from House properties 
Profit from Sale of “Long-term 
Capital Asset” — “Shares & 
Securities” J 

Less : 1st Rs. 5,000 


Less : 65%ofRs. 10,000 


Rs. 15,000 
5,000 

Rs. 10,000 
6,500 


Total Income 

Income from House properties 

Profit from Sale of “Long-term 

Capital Asset” — “Buildings” Rs 15,000 

Less; IstRs. 5,000 5,000 


Less : 45%ofRs. 10,000 


Rs. 10,000 
4.500 


Profit arising from Sale of “Long- 
term Capital Asset” — “Shares 
& Securities” Rs. 10,000 

Less; 65% of Rs. 10,000 6,500 

Total Income 


Rs. 20,500 
Rs. 15,000 


Rs. 18.500 

Rs. 15,000 


Rs. 24,000 


[Revisfonal Problems — Question No. 49] 

$ 7. Loss arising from sale of “Long-term Capital Asset” (Section 74) — 
Loss arising to all categories of assessees from sale of “Long-term Capital Asset” 
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can be set off against profit arising from sale of any other “Long-tenri Capital 
Asset” in the same assessment year. If the amount of loss is less than Rs. 5,000, 
then it shall be ignored in the case of an assessee other than a company. 
If this loss of more than Rs. 5,000 cannot be wholly set off in one year, it 
shall be carried forward to the succeeding year and set off against the profit 
arising from sale of “Long-term Capital Asset” of that year only and so on. 
The total period of carrying forward this loss of more than' Rs. 5,000 is 
restricted to four years only. 


§ 8. Capital Gains tax payable by Companies (Section 115) — With effect 
from the assessment year 1965-66, super-tax was merged with income-tax. 
Consequently, income-tax payable on the profit arising from sale of “Long-term 
Capital Asset” comprising of buildings and lands was fixed at 40% thereof. 
Income-tax payable on the profit arising from sale of “Long-term Capital Asset”, 
other than buildings or lands was fixed at 30% thereof. Income-tax payable on 
the profit * arising from sale of “short-term Capital Asset” and other income was 
fixed at the rate applicable in the relevant assessment year. 


Illustration^?^ - 

Calculate the amount of tax payable by Sri Kalyan Kumar Kar on the 
basis of income for the ended 31st March, 1970. Sri Kar is unmarried. 


Income arising from House properties 



Rs. 

12,500 

Profit arising from sale of “Short-term Capital Asset” 
Profit arising from sale of “Long-term Capital Asset” 


17,500 

Buildings 

Rs. 

18,000 



Shares 


12,000 


30,000 

Total Income 



Rs. 

60,000 

ANSWER 

Income arising from House pr&perties 



Rs. 

12,500 

Profit arising from sale of “Short-term Capital Asset” 
Profit arising from sale of “Long-term Capital Asset” 


17,500 

Buildings 

Less : Rs. 5000 @100% Rs. 5,000 

Rs. 

18,000 



13,000 @ 45% 5,850 


10,850 

Rs. 7,150 


Shares 

Rs. 

12,000 



Less : Rs. 12,000 @65% 


7,800 

4,200 

11,350 


Total Income from all sources 


Rs. 41,350 


Income-tax payable on Rs. 41,350 at the rates ruling 
in the Assessment year 1970-71 

Rs. 30,000 Rs. 6,250 

11,350 @50% 5,675 


Less : Personal allowance 


Rs. 11,925 
125 


Rs. 11,800 



Total amount payable Rs. 12,980 



CHAPTER XII 

HEADS OF INCOME (Continued) 

INCOME FROM OTHER SOURCES (Sections 56 to 59) 

§ 1. Scope of the Sections— Tax is payable under this head by an assessee 
in respect of income, profits and gains of every kind which may be included in 
his total income and which is not included under the head ‘Salaries’, ‘Interest 
on securities’, ‘Income from House properties’ or ‘Profits and gains of business, 
profession or vocation’. It is obviously a residuary section, and includes the 
following kinds of income — dividends from companies, interest on mortgages, 
loans, fixed deposits and current accounts, ground rents, mine rents, surface 
rents and royalties, income from leasehold properties and bustee lands. 

Income from licences granted to brick-makers to erect kilns upon his land 
and take away brick-earth for making bricks is assessable under this head. 
Income from the settlement of the right to collect the particular kind of earth 
in a particular area during a particular season for the purpose of extracting 
Saltpetre, where it is of a recurring nature is similar to rent and royalties 
fn m the letting of coal and other minerals and is liable to be taxed as income 
from oth'*- '■’"'rces. Income from dramatic troupe maintained by an assessee 
(othei than ho&ov) is assessable under this head. Income from Treasury Bills 
is also assessable under this held. 

Income, profits and gains chargeable under this head are computed after 
making allowance f< r an expenditure incurred solely for the purpose of earning 
such income. It must be incurred in the year in respect of which the income 
profits and gains are assessable. Capital expenditure and personal expenses of 
the assessee are. However, not allowed to be deducted under this head. This 
expenditure is also not admissible in respect of any salary or interest chargeable 
un !er the Act, which is payable outside India, unless tax has been paid or 
deducted as source, except in the case of public loans issued before the 1st 
April, 1938. 

§2. Dividends from Companies [Sections 2(22) and 8]— Dividend 
represents distribution of profit of a Joint Stock Company. For the purposes of 
Indian income-tax, dividend includes several classes of distribution which are not 
regarded as dividends for the purposes of the Companies Act. The following kinds 
of advantages received by shareholders from companies are liable to Indian 
income-tax— (i) Distribution of accumulated profit, by way of releasing of all 
or any part of the assets of the company. It may be distributed in cash or in 
the shape of shares of another company, (ii) Distribution of debentures, 
debenture stock or deposit certificates with or without interest and bonus shares 
to Preference Shareholders to the extent to which the company possesses 
accumulated profits. The question whether the distribution entails the release 
of any assets of the company or not, does not arise in this case, (iii) Distribu- 
tion of accumulated profits on the liquidation of the company to the extent the 
company had accumulated profits ( whether capitalised or not) on the date of 
liquidation, (iv) Distribution of accumulated profits by way of the reduction 
of the ordinary capital. The object of this clause is to prevent the distribu- 
tion of profits in the guise of reduction of capital and thus to allow the share- 
holders to escape higher rate of income-tax. (v) In addition, the following 
categories of payments will also be treated as dividends, (a) Advance or loan 
to a shareholder who has obtained the beneficial use of the money. The fact 
that the loan is repayable or has actually been repaid subsequently by the share- 

1-20 
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holder concerned is totally irrelevent. (b) Any payment on behalf of a share- 
holder or for his individual benefit. In this case, payment must be effected in 
cash. Provision of a rent-free house to a shareholder will not come under this 
clause, although the same may be chargeable otherwise. If the company pays cash 
for upkeep of the garden attached to the said house, the payment will be treated 
as dividend, as a benefit enjoyed by the shareholder. These provisions, how- 
ever, will apply only to those companies having accumulated profits in which 
the public are not substantially interested and the shareholder must be the 
beneficial owner of share carrying not less than 20 % of the voting power. 

Repayment of the share issued for full cash consideration, either on its 
liquidation, or on reduction of its capital is purely a return of capital and as 
such cannot be treated as dividend. Similarly, where an advance or loan has 
been made to a shareholder by a company in the course of ordinary money- 
lending or banking business, it cannot be treated as dividend. Finally, where a 
company declares a dividend against which the loan outstanding (previously 
treated as dividend) is wholly or partly set off, the actual dividend received by 
the shareholder should be reduced by the amount set off, the balance being 
treated as dividend on the latter occasion. Accumulated profits shall always 
exclude Capital gains arising before the 1st April, 1946 and between 1st April, 
1948 to 31st March, 1956 when they were not liable to income-tax. 

Dividends shall be deemed to be the income of the year in which they arc 
declared, paid or distributed. If a dividend is declared on the 15th April, 1966, 
in respect of the profit for the year ended 31st December, 1965 then it should be 
deemed to be the income of the year 1965-67. The company shall deduct 
income-tax at the prescribed rates from the amount of dividend at the time of 
payment. (Vide Chapter XXI § 1) 

Article 74 of the articles of association of a company provided “when in 
their opinion the profits of the company permit, the directors may declared an 
interim dividend.” Pursuant to this article the board of directors of the 
company declared an interim dividend at their meeting dated August 30, 1950, 
and the assessee, which was a shareholder in the company, was paid by a 
dividend warrant issued on December 28, 1950. The date of the meeting of 
the board of directors fell within the assessee’s accounting year ending on 
September 30, 1950, relevant to the assessment year 1951-52, and the date 
of the dividend warrant fell within the next accounting year ending September 
30, 1951, relevant to the assessment year 1952-53, and the question was in 
which of those years the dividend was liable to be included : 

It was held by the Hon’ble Supreme Court (i) that the rule that when 
a company declared a dividend on its share a debt immediately became payable 
to each shareholder in respect of his dividend, applied only in the case of 
dividends declared by the company in general meeting. A mere resolution of 
the directors resolving to pay a certain amount as interim dividend did not 
create a debt enforceable against the company for it was always open to the 
directors themselves to rescind the resolution before payment of the dividend. 
The fact that the articles of the company authorised the directors to declare an 
interim dividend and not to pay an interim dividend as provided in regulation 
95 of Table A of Indian Companies Act, 1913, made no difference in the true 
character of the right arising in favour of the members of the company on the 
exercise by the board of directors of the power, (ii) That the legislature 
had not made dividend income taxable in the year in which it became due 
by the express words of Section 16(2) (old section) it was taxable only in 
the year in which it was paid, credited or distributed or was deemed to be 
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paid, credited or distributed, (iii) That the expression “paid” in Section 
16(2) (old section) did not contemplate actual receipt of the dividend by the 
member. In general, dividend could be said to be paid within the meaning of 
Section 16(2) (old section) when the company discharged its liability and 
made the amount of dividend unconditionally available to the member entitled 
thereto, (iv) That the dividend had to be included in the assessment year 
1952-53. [I.T.R., Vol. 53 (1961), page 83] 

The assessec held shares in a company to which profits accrued in India 
and in Pakistan. By a resolution passed at a general meeting held on October 
14,1952, a dividend was declared but by the same resolution it was provided 
that half of the amount of the dividend was payable or on after October 16, 
1952, and the other half was postponed for payment within two months from 
the, date on which remittance from Pakistan became free and the moneys 
were actually received. The company had debited the aggregate amount of 
the dividends in its profit and loss account and credited the moiety postponed 
for payment to the dividend account. 

It was held by the Hon’blc Supreme Court that the moiety of the 
dividend that was postponed for payment after money were remitted from 
Pakistan could not be included in the total income of the assessee for the 
accounting ye..r relevant to the assessment year 1953-54, as it was neither 
paid nor credited to the assessee. In order that dividend may be said to be 
“credited” within the meaning of Section 16(2) (old section) of the Indian 
I ncome-tax Act, 1922, the credit must be in such form that the dividend is 
unconditionally available to the member. [I.T.R., Yol. 55 (1965), page 699] 

On December 16,1953, the appellant-company (Punjab Distilling Industries 
Ltd.) passed a special resolution for the reduction of its share capital from 
Rs. 25 lakhs to Rs. 15 lakhs, the High Court confirmed the resolution on 
August 6, 1954 and the Registrar of Companies issued the requisite certificate 
under Section 61(4) of the Indian Companies Act, 1913, on November 4, 1954. 
The company issued notices to its shareholders on November 5, 1954, inviting 
applications, appropriate debit entries were made in the accounts of the share- 
holders and the amounts were actually paid during the accounting year, 

December 1, 1954 to November 30, 1955, relevant to the assessment year 

1956-57. In its assessment for that year, the Income-tax Officer held that 
dividend within the meaning of Sect'on 2(6A) (d) (old section) of the Income-tax 
Act, 1922 was distributed during the relevant accounting year, December 1, 

1954 to November 30, 1955 The company contended that the distribution 

should be deemed to have been taken place during the accounting year, 

December 1, 1953 to November 30, 1954, relevant to the assessment year 

1955-56. 

It was held by the majority of the Judges of the Hon’ble Supreme Court 
that the expression “distribution” connoted something actual and not notional. 
It could be physical, it could also be constructive. One might distribute 
amounts between different shareholders either by crediting the amount due to 
each one of them in their respective accounts or by actually paying to each 
one of them the amount due to him. The expression “distribution" had to 
be given the same meaning which was given to the expression “credited or paid” 
in Section 16 (2) (old section) of the Act Dividend must be deemed to have 
been paid or distributed in the year when it was actually, whether physically 
or constructively, paid to the separate accounts of the shareholders or paid to 
them. The distribution of the dividend within the meaning of Section 2 (6A) (d) 
(old section) took place only during the accounting year, December 1 , 1954 to 
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November 30, 1955, relevant to the assessment year 1956-57. (I. T. R., Vol. 57 
(1965), page 1] 

With effect from the assessment year 1965-66, Section 8 was amended 
lo meao Iriat any interim dividend shall be deemed to be the worn. of the 
previous year in which the amount of such dividend i. unconJ rionally made 
available by the company to the shareholder who is entitled to i • The effect 
of the amendment is that the year of taxability of (he interim <,,v / dcnd '^'^ 
determined on the basis of the availability of the amount instead of the method 
of accounting followed by the assessee. 


Dividends paid by a company out of its agricultural income, arc not 
"agricultural income" in the hands of the shareholders and are, therefore, 
chargeable to Central income-tax even though the company has be n assessed to 
State agricultural income-tax. To grant relief from double taxation in such 
cases and to place the dividends paid by such companies on the same footing as 
dividends paid by the company whose entire income is derived from non- 
agricultural sources, Section 235 provides that the tax payable by a shareholder 
in respect of his total income (which apparently includes the agricultural portion 
of the dividend) should be the proportionate amount of aericultural income- 
tax paid by the company in any State (less any refund obtained by the share- 
holder from the State) or the Central income-tax payable by the shareholder on 
the appropriate portion of the dividend, whichever is less For example, the 
dividend received by a shareholder from a Tea Company is, say, Rs. ?,000 and 
the total income of the shareholder is, say, Rs. 15,000 including Rs. 2,000 for 
the dividend. 40% of the company’s income is assessed to Central income-tax 
and the balance of 60% is assessed to the State agricultural income-tax. The 
average rate of Central income-tax on Rs. 15,000 is, say, 10%. Thus the 
portion of the dividend representing agricultural income of the company (and 
which is not agricultural income in the hands of the shareho’der) is Rs. 1,200 on 
which Central income-tax at the average rate of 10% (appropriate to the share- 
holder’s total income) will be Rs. 120. Now, if the proportionate amount of 
agricultural income-tax paid by the company (less any refund obtained by the 
shareholder) is, say, Rs. 80, the shareholder should be allowed a deduction of 
Rs. 80 from the amount of Central income-tax payable by him. On the other 
hand, if the agricultural income-tax paid be Rs. 150, then the shareholder should 
be allowed a deduction of Rs. 120 only. Thus while t'ic law does not allow 
any double taxation of the portion of the dividend paid out of the company’s 
agricultural income, it does not provide for any refund of Central income-tax 
to the shareholder at the cost of the Central Government in respect of the 
agricultural income-tax paid by the company on account of the agricultural 
portion of the dividend i.e., Rs. 1,200. 


§ 3. Annuities— The Income-tax Act does not define what is an annuity. 
In the ordinary sense, it means the purchase of an income involving conversion 
of capital into a recurring income. Annuities payable by employers to their 
employees or dependents or ex-employees are taxable under the head 
“Salaries”. But annuities payable under a deed of separation to a wife or 
accruing under a family arrangement or by way of bequests under a Will are 
assessable under this residuary section and even when the payments are made 
on a monthly basis, no income-tax is deductible at source. 


Annuities may be purchased under a contract with a Life Assurance 
Company. In case of a terminable annuity, the annuitant gets back his capital 
by instalments along with a certain sum of interest. Such interest would, of 
course, attract tax in the hands of the recipient, the capital portion being 
outside the scope of the Act. 
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But in the case of an annuity payable whole-life, the capital nature of the 
purchase price vanishes. The sum receivable by the whole-life annuitant would 
have no relation at all to the premia paid by him earlier. Consequently, such a 
contract cannot be treated as identical to an investment producing a return 
of capital originally invested. The entire amount of the whole-life annuity 
under the circumstances would be liable to tax. To explain, suppose ‘B’ 
pays 15 annual premia of, say, Rs. 96 in consideration of annuity of 
Rs. 100 per annum, payable whole life on attaining the 50th year of his life 
and ceasing with his death. As his span of life is not known to the company, 
the annuity may cease at the end of five years or may be continued for 25 years. 
The entire amount of the annuity in this case would be liable to ta< as the 
c.ipital nature of the repayment cannot be established. In every case, therefore, 
the taxability of an annuity depends on whether it is a return of capital by 
instalments or otherwise. 

With effect from the Assessment year 1965-66, repayment of annuity 
deposit in terms of Section 280D is taxable as “earned income”’ in the year the 
repayment is effected. 

§ 4. Bank interest — Interest on Current Account, Savings Bank Account 
and Fixed Deposits with a Bank is assessable under this head. If the assessee 
maintains Licit, <lnn one account then the total amount of interest should be 
taxed, il any account is overdrawn, the debit interest should be set off against 
the credit interest and the net amount should be taxed. In the event of an 
overdraft being created from purchase of shares and securities, the debit 
interest should be set off against the income from the relative shares and 
securities. 

Interest on deposits in the Post Office Savings Bank, Post Office Cash 
Certificate and Post Office 10-year National Plan Certificates for amounts not 
exceeding in each case the maximum amount which is permitted to be deposited 
or invested therein, are treated as “No income” and should be excluded 
from the computation of total income. [Section 10 (15)] 

§ 5. Royalties or copyright fees (Section 180) — Royalties or copyright 
fees for literary or artistic works are taxable in full in the year of receipt. To 
give some relief from higher rate of tax, the law was amended in 1953 by which 
the assessees were given the option of claiming (1) that in respect of a literary 
or artistic work which has engaged him for more than 12 months but less 
than 24 months, the income should be taxed equally in two successive years 
and (2) that it should be taxed equally in three successive years if the work 
has engaged him for more than 24 months. 

With effect from the Assessment years 1962-63 the procedure was altered 
in terms of Rule 9 of the Income tax Rules, 1962, reading as follows : 

Where a claim for an allocation is made by an assessee under Section 180 
for the assessment year 1962-63, or any subsequent assessment year, it shall be 
dealt with in the following manner, namely — 

(i) The tax of the assessment year relevant to the previous year in which 
the whole amount is received or receivable shall be — 

(a) The amount of tax payable on the total income as reduced by 
two-thirds of the amount referred to in Section 180 included in the total 
income of the previous year aforesaid had the total income so reduced been 
his total income ; plus 
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(b) The tax on an amount equal to two-thirds of the amount referred 
to in Section 180 included in the total income of the previous year aforesaid 
at the rate applicable to a total income of an amount equal to one-third of 
such inclusion ; and 

(ii) One-third of the amount referred to in Section 180 included in the 
total income of the previous year aforesaid shall be included in the total 
income of each of the two next succeeding previous years and the tax payable 
if any, in respect of each of the assessments relevant to the two said succeeding 
previous years shall be reduced by an amount equal to one-half of the tax 
referred to in sub-clause (b) of clause (i). 

§ 6. Unexplained Cash credits and investments ( Sections 68 A 69 )— 
When any cash is received, the recipient can alone explain the source and nature 
of such receipt. If he fails to prove positively the source an J nature of such 
receipt, the Revenue Authorities are entitled to draw an inference that the receipt 
is of an income nature. The burden of poof rests entirely on the recipient to 
show that the receipt is not of an income nature. Similarly, when an assessec 
makes an investment (shares, securities, properties, bullion, jewellery etc.) the 
source and nature of the value of such investment can be explained by the 
assessee alone. If he fails to prove positively the source and nature or the value 
of such investment, it will be deemed to be the income of the assessee for the 
relevant accounting year. 



CHAPTER XI II 


COMPUTATION OF TOTAL INCOME 

§ I. Previous year (Section 3) — So far we have discussed how the income 
is computed under different heads of income. We shall now discuss the 
period in relation to which the income is ascertained. The tax is payable 
in respect of the total income of the “previous year”, the meaning of which is 
thus of considerable importance. Usually, it means the fiscal year i. e. 
the 12 months ending on the 31st March next preceding the year for which the 
assessment is to be made. But if the accounts are made up to a 
date within the said 12 months in respect of a year ending on any date other 
than the 31st March, the assessee can adopt that as this ‘previous year.” 
To illustrate, income of the year ended 31st March, 1966 is assessable in 
1966-67 ; If the books of account have been closed on, say, 31st December 
1965, then income for the year ended 31st December, 1965 is assessable in 
1966-67. Moreover, an assessee has the option to have separate previous 
years for each separate source of income i. e., he can choose his previous year 
for his income from “business” as ending on the 31st December, and for his 
income from “interest on securities” as ending on the 31st March. But once the 
option has been exercised, he cannot change it without the consent ot the 
Income-tax Officer and upon such conditions as the latter may think fit. 
Ordinarily, the Income-tax Officer will not permit the change of the “previous 
year” unless he is satisfied that it is sought on substantial grounds other than 
the avoidance of the tax. 

The assessee was permitted by the Income-tax Officer to change his previous 
year from the Fasli year ending with September to the financial year ending 
with March as from the assessment year 1955-56 on condition that the 
income for the entire period of eighteen months for October 1, 1953, to 
March 31, 1955, would be taxed in one assessment. The assessee submitted 
two returns, one from October 1, 1953, to September 30, 1954, and the other 
from October 1, 1954, to March 31, 1955. He contended that the chargeable 
income of property, in view of the provisions of Section 9 (old section) of the 
Indian Income-tax Act, 1922, would be only for twelve months and not eighteen 
month, and further, that though eighteen months’ income might be included 
in the assessment, the tax could be charged only on the basis of the propor- 
tionate income of twelve months. The Income-tax Officer rejected these 
contentions. Appeals to the Appellate Assistant Commissioner and the Appellate 
Tribunal failed. 

It was held by the Hon’ble Andhra Pradesh High Couit that there can 
be only one previous year to a given year of assessment having regard to Section 
2 (11) (old section) and 4 (old section) of the Act. Though ordinarily it is full 
tof twelve months, it may sometimes be of longer or shorter duration. When 
the Income-tax Officer had allowed the change in the previous year as requested 
on the condition that the income of the whole period shall be brought to tax 
in one year, the total income determined for the assessment year was charge- 
able to tax at the rate applicable to such total income and not at the rate appli- 
cable to the proportionate income of the period of twelve months. 

It was held further, that Section 9 (old ^section) of th e Act enjoins that the 
bona fide annual value of the property shall be the measure of assessment and 
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the total income for eighteen months has to be worked out on that basis. 
Therefore, the income from property was liable to be assessed for eighteen 
months, that being the size of the previous year, and not on the reasonably 
expected income of twelve months only. [I. T. R. Vol. 59 (1966), page 57] 

In the case of ceitain communities whose commercial year is not 
necessarily an English Calendar year but is a period which expressed in 
Calendar months varies from year to year and in one year may be slightly 
over and in another slightly under 1 2 months. In some cases the commercial 
year may even terminate in the month of April. To minimise the 
difficulties referred to above, the Commissionscrs of Income-tax have been 
authorised to determine as the “previous year” in the case of any person 
or business, 

(a) a commercial year consisting of not less than 1 1 months and not 
more than 13 months. 

(b) a commercial year ending after the fiscal year but not later than 
the 30th April. 

In the case of a business, profession or vocation newly set up in the 
financial year preceding the year for which the assessment is to be made, 
the “previous year” is the period from the date of the setting up of the 
business, profession or vocation to the 31st day of March following or if 
the accounts of the assessee are made up for a period not exceeding 12 
months from the date of the setting up of the business, profession or vocation 
to some other date than the 31st day of March, then at the option of the 
assessee the period from the date of the setting of the business, profession 
or vocation to this other date. If, however, this other date does not fall 
between the setting up of the business, profession or vocation and the next 
following 31st day of March, it will be deemed that there was no “previous 
year”. 

To illustrate, if a business is set up on the 1st July, 1966 and the accounts 
are made up to the 30th June 1967, the assessee can choose to have the year 
ended 30th June, as his ‘‘previous year’* and in such circumstances there will 
be deemed to have been no “previous year” for assessment for the year 1967-68 
the profits for the year ended 30th June, 1967 being taken as profits of 
the “previous year” for assessment for the year 1968-69. If however, the 
assessee elects the Calender year to be taken as the “previous year” the 
profit for the period 1st July, 1966 to 31st December, 1966 will be taken as 
the profits of the “previous year” for assessment for 1967-68. If the assessee 
makes no choice, the “previous year” for 1967-68 will be 1st July, 1966 to 
31st March, 1967. 

When the assessee is a partner of a firm the “previous year” in respect 
of his share in the firm shall be the “previous year" of the firm itself. But in 
respect of his other sources of income he can have a separate “previous year”. 

In the following cases, however, the tax is payable on the income of the 
“assessment year” instead on the income of the “previous year” — (a) Profits 
of non residents from occasional shipping business (section 172) ; (b) when an 
individual is likely to leave India permanently (Section 174) ; (c) when persons 
try to alienate their assets for avoiding payment of tax (Section 175) ; and 
(d) when a business, profession or vocation is discountinued (Section 176) 
(Vide Chapter XIX § 4) 
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Illustration 29. 


Corresponding Accounting Period Ended On 


Assessment 

Fiscal 

Calendar 

Ram- 

Bengali 

Dewali 

Dewali 

Year 

Year 

Year 

navami 

Year 

Year 

Gujrati 

1952-53 

31-3-52 

31-12-51 

3-4-52 

13-4-52 

30-10-51 

31-10-51 

1953-54 

31-3-53 

31-12-52 

24-3-53 

13-4-53 

18-10-52 

19-10-52 

1954-55 

31-3-54 

31-12-53 

11-4-54 

13-4-54 

6-11-53 

7-11-53 

1955-56 

31-3-55 

31-12-54 

1-4-55 

14-4-55 

26-10-54 

27-10-54 

1956-57 

31-3-56 

31-12-55 

19-4-56 

13-4-56 

14-11-55 

15-11-55 

1957-58 

31-3-57 

31-12-56 

8-4-57 

13-4-57 

2-11-56 

3-11-56 

1958 59 

31-3-58 

31-12-57 

29-3-58 

13-4-58 

22-10-57 

23-10-57 

1959-60 

31-3-59 

31-12-58 

17-4-59 

14-4-59 

10-11-58 

11-11-58 

1960-61 

31-3-60 

31-12-59 

5-4-60 

13-4-60 

31-10-59 

1-11-59 

1961-62 

31-3-61 

31-12-60 

25-3-61 

13-4-61 

20-10-60 

21-10-60 

1962-63 

31-3-62 

31-12-61 

13-4-62 

13-4-62 

8-1 1-61 

9-11-61 

1963-64 

31-3-63 

31-12-62 

2-4-63 

14-4-63 

28-10-62 

29-10-62 

1964-65 

31-3-64 

31-12-63 

20-4-64 

13-4-64 

15-11-63 

16-11-63 

1965-66 

31-3-65 

31-12-64 

10-4-65 

13-4-65 

3-11-64 

4-11-64 

1966-67 

3 ; ■ 

31-12-65 

31-3-66 

14-4-66 

23-10-65 

24-10-65 

1967-68 

31-3-67 

31-12-66 

19-4-67 

14-4-67 

12-11-66 

13-11-66 

1968-69 

31-3-68 

31-12-67 

7-4-68 

13-4-68 

1-11-67 

2-11-67 

1969-70 

31-3-69 

31-12-68 

27-3-69 

13-4-69 

21-10-68 

22-10-68 

1970-71 

31-3-70 

31-12-69 

15-4-70 

14-4-70 

9-11-69 

10-11-69 


Corresponding Accounting Period Ended On 


Assessment Akshoy 

Rathajatra 

Mahajani 

Bijoya 

Hijri 

Basant 

Year 

Tritia 

Year 

Year 

Dashami 

Year 

Panchami 

1952-53 

27-4-52 

6-7-51 

9-10 31 

10-10-51 

2-10-51 

31-1-52 

1953-54 

16-5-53 

24-6-52 

27- 9-52 

28- 9-52 

21-9-52 

20-1-53 

1954-55 

5-5-54 

13-7-53 

17-10-53 

18-10-53 

10-9-53 

8-2-54 

1955-56 

25-4-55 

2-7-54 

6-10-54 

7-10-54 

30-8-54 

28-1-55 

1956-57 

13-5-56 

21-6-55 

25-10-55 

26-10-55 

19-8-55 

16-2-56 

1957-58 

2-5-57 

9-7-56 

13-10-56 

14-10-56 

8-8-56 

5-2-57 

1958-59 

22-4-58 

29-6-57 

2-10-57 

3-10-57 

28-7-57 

24-1-58 

1959-60 

10-5-59 

19-6-58 

21-10-58 

22-10-58 

18-7-58 

12-2-59 

1960-61 

28-4-60 

8-7-59 

10-10-59 

11-10-59 

7-7-59 

1-2-60 

1961-62 

18-4-61 

26-6-60 

29- 9-60 

30- 9-60 

25-6-60 

21-1-61 

1962-63 

7-5-62 

14-7-61 

18-10-61 

19-10-61 

14-6-61 

9-2-62 

1963-64 

26-4-63 

3-7-62 

7-10-62 

8-10-62 

3-6-62 

30-1-63 

1964-65 

14-5-64 

23-6-63 

26-10-63 

27-10-63 

24-5-63 

18-2-64 

1965-66 

4-5-65 

11-7-64 

15-10-64 

16-10-64 

13-5-64 

6-2-65 

1966-67 

23-4-66 

30-6-65 

4-10-65 

5-10-65 

2-5-65 

26-1-66 

1967-68 

12-5-67 

20-6-66 

22-10-66 

23-10-66 

22-4-66 

14-2-67 


____ 



— 

— 

1 1-4-67 

— 

1968-69 

30-4-68 

9-7-67 

12-10-67 

13-10-67 

31-3-68 

3-2-68 

1969-70 

19-4-69 

27-6-68 

30- 9-68 

1-10-68 

20-3-69 

22-1-69 

1970-71 

8-5-70 

16-7-69 

19-10-69 

20-10-69 

9-3-70 

10-2-70 


§ 2. Method of Accounting (Section 145)— Profits and gains of business, 
profession or vocation and “income from other sources” shall be computed in 
accordance with the method of accounting regularly followed by the assessee. 
No uniform method of accounting is prescribed for all tax-payers alike. Every 

1-21 
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assesses nay. so far as possible, adopt such form and system of acconnting 
as is best suited for his own purpose. Broadly speaking, there are two main 
syste ms of keeping accounts. Firstly, the cash basis system, where a record is 
kept of actual receipts and actual payments, entries being aiadc only when 
money is actually collected or disbursed. It is probably unusual for a trader to 
ascertain his profits on this system. If however, he docs so, the difference in 
the value of his opening and closing stocks must be taken into account when 
computing the year’s profits. Secondly, the mercantile accounting system 
under which a profit and loss account is maintained and a comparison is made 
of the value of opening and closing stocks. Under the latter system entries 
are recorded in the accounts on the date not of receipt or disbursement of 
money but on the date of pecuniary transactions irrespective of the date ol 
payment. 

Under the cash system, it is only actual cash payment that arc recorded 
as credits and debits : whereas under the mercantile system, credit entries 
are made in respect of amounts due immediately they become legally due and 
before they are actually received ; similarly, the expenditure items for which 
legal liability has been incurred are immediately debited even before the 
amounts in question are actually disbursed. Where accounts are kept on 
mercantile basis, the profits or gains are credited though they are not actually 
realised and the entries thus made really show nothing more than an accrual 
or arising of the said profits at the material time. The same is the position with 
regard to debits made. [I.T.R. Vol. 35 1 1959), page 298] [Supreme Court 
decision.] 

In April, 1946, the assessee company entered into a contract with 
another company to supply jute on future dates at specified rates. Under the 
contract the buyer had the option, in the event of non-deliveiy of the goods 
on the due dates, to cancel the contract and to recover the difference between 
the price fixed in the contract and the market price on the date of cancellation. 

The assessee was not able to supply the goods on the due date v;z . the 28th 

February, 1947. The buyer cancelled the contract on March 1, 1947 and 
claimed a sum of Rs. 3,68,997 as the difference in price. The matter was 
referred to the Bengal Chamber of Commerce which passed an award in 1948 
and the award was filed in the High Court in 1949. A scttlcmen t was subse- 
quently arrived at by which the sum payable was fixed at Rs l,35,OCO and it 
was made payable in February, 1950. The assessee paid this amount in 
February, 1950, and claimed the amount thus paid as a loss in the year 1950-51. 
The Income-tax Authorities contended that this was a loss pertaining to 

the year 1946 and that the assessee should have claimed the loss of 

Rs. 3,68,997 in the assessment year 1947-48 and should have applied for adjust- 
ment in the assessment year 1950-51, as he maintained his accounts on the 
mercantile system. 

It was held by the Hon’ble Calcutta High Court that even though the 
assessee maintained his accounts on the mercantile system he was not bound 
to show all anticipated loss as and when the claims were made and pay 
tax on that basis and have the matter re-adjusted later when the anticipated 
loss was quantified. The loss could be claimed only when it was ascertained 
and the assessee was, therefore, entitled to have t the loss allowed in the 
assessment year 1950-51 as claimed by him. 

The mercantile system of book-keeping does not cast on an assessee any 
obligation to take note of all claims that may be raised against him whether 
good or bad. [I.T.R., Vol. 46 (19$2), page 688]. 
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Tlw assessee took over a running business on February 1,1950, at a time 
when a dispute between the predecessor and its workmen regarding their claim 
for deepavali bonus for 1949 was pending adjudication by the Industrial 
Tribunal. After the transfer of the business, the assessee was also made a party 
to the industrial dispute. The Tribunal’s award directing payment of one and 
a half months’ basic wages as bonus was published on February 9, 1951. The 
assessee also agreed on June 30, 1951, to pay Deepavali bonus for 1950. The 
total amount of bonus for 1949 and 1950 amounting to Rs. 54,140 was debited 
in the assessee’s accounts (maintained on the mercantile system) in the accoun- 
ting year ending January 31,1952, The question was whether the sum of 
Rs. 54,140 so debited was an allowable expenditure under Section 10 l 2)(xv) 
(old section) of the Income-tax Act in the relevant assessment year 1952-53. 

It was held by the Hon'ble Madras High Court (i) that the liability to 
pay bonus under the award and the agreement was a liability, enforceable 
against the assessee. The liability itself accrued only after the date of transfer 
of the business. When the assessee provided for the bonus payment ’n the year 
ending January 31, 1952, it discharged its own libihty accruing in that year of 
account, (ii) That the payment of bonus was an expenditure incurred to 
continue the business and to secure industrial peace and harmony in which 
the business could be continued. It was not capital expenditure, (lii) That the 
sum o f Rs. 54, i-h! was expenditure laid out wholly and exclusively for the 
purpose of assessee’s business and was an allowable expenditure under Section 
10(2)(xv) (old section). 

It was held also, that the expenditure was properly debrable in the accoun- 
ting year ending on January 31, 1952. It was only in that year that the 
liability accurcd ; in the earlier years was at best a contingent liability. 

A claim by workmen for bonus, to whatever period it relates, is at best a 
contingent liability of the employer at the stage when the claim is preferred. It 
becomes an accrued liability if the claim is admitted by the employer. If the 
claim is denied and the workmen do not pursue the claim, it will never accrue 
as a liability. If the claim is denied by the employer and it is referred as an 
industrial dispute, no liability accrues, if the Industrial Tribunal negatives it. If 
however, the claim is upheld by the Industrial Tribunal after adjudication, it 
becomes an accrued liability when the award become enforceable. If the claim 
for bonus is settled by agreement between the employer and the workmen, it 
becomes an accrued liability on the date of the asreement. [I.T.R. Vol. 43 
(19611, page 281]. 

During the financial year 1st April, 1948 to 31st March 1949, the assessee 
supplied bread to a Government Hospital. The accounts were maintained 
under mercantile basis and the amount due from the Government was credited 
in the accounts for the year 1948-49 and the assessment was completed on 
the basis of such accounts. Sometime after the 31st March, 194) representa- 
tions were made to the Government for relieving the assessee from the loss 
sustained in the supply of bread to the Hospital. The Government by its 
order dated 24th November, 1950, directed payment of Rs. 12,447 towards 
compensation for the loss sustained by the assessee. It was held by the Hon’ble 
Supreme Court under the circumstances that the amount should be included 
in the profits for the year 1950-51 relevant to the assessment year 1951-52 and 
that it could not be related back to the earlier year 1948-49 during which the 
the assessee actually supplied bread to the Hospi al. As the right to receive the 
payment of the additional sum arose on the day the payment was sanctioned 



164 


INCOME-TAX LAW AND PRACTICB IN INDIA [Chip. XIII 


by the Government i.e., 24th November, 1950, the income did not accrue or 
arise to the assessee in the accounting year 1948-49 although the accounts were 
maintained under mercantile system and the supplied bread were effected 
during 1948-49. fl.T.R. VoJ. 53(1964), page 115J. 

The method of accounting regularly followed by an assessee for the 
purposes of computing income from business, profession or vocation or other 
sources should be followed for determining his profits for income-tax purpose. 
It is a practice among certain merchants to prepare their accounts on the basis 
of the mercantile accounting system in respect of transactions between them- 
selves and members of their own community, but on the basis of cash payments 
in the case of transactions between themselves and other customers. Provided 
the system is continuously employed and if talcing one year with another 
the full income is shown on a consistent basis, is should be followed for income- 
tax purposes. Again there are cases where various branches of a business are 
only closed once in three or five years and where the account of the branches 
are not annually incorporated in the headquarter's business account. In such 
a case, it might be possible to assess either on the average annual profits of the 
branches as disclosed by the accounts last filed or on the actual profits brought 
to accounts owing to particular branches closing in a particular year. 

Where no method of accounting has regularly been followed or where the 
method followed is such that in the opinion of the Income-tax Officer income, 
profits or gains cannot properly be deduced therefrom, then the computation 
shall be made on such basis as the Income-tax Officer may think fit. The 
computation should, of course, be based on reasonable materials though the 
estimate may only be a rough one. 

The assessee, who was a rural moneylender, used to advance money to 
agriculturists on interest. As they could repay only according to the harvests 
the assessee followed the following system of accounting. Advances were 
given to various parties and the account of each was debited with the amount 
of the advance. When moneys were received from them they were credited 
to their accounts. No apportionment between capital and interest was made 
if there was continuity of dealings with the debtor. But when the debtor come 
for settlement, then adjustments were made towards interest. It was possible 
from the accounts, which were regularly kept for several years, to deduce the 
capital lent out each year, the interest realisations of that year, and the 
average rate of interest on the capital lent. The Income-tax Officer held that 
this was not a system from which the profits of each year could be properly 
deduced and assessed tax on interest at the average of 11 per cent, applying 
Section 13 (old section) of the Income-tax Act, 1922. The Assistant Commi- 
ssioner held that the income could be properly deduced from the accounts 
and that there was no justification for applying Section 13 (old section), and 
the Tribunal agreed with the Assistant Commissioner. It was held by the 
Hon’ble Mysore High Court on the facts and circumstances of the case, having 
regard to the method of accounting adopted by the appellant, the application of 
the proviso to Section 13 (old section) of the Income-tax Act was not proper. 
(I. T. R„ Vo). 54 (1964), page 221]. 

§ 3. Total income — Under the Indian Income-tax Act, tax is levied in 
respect of total income of the previous year. The 'total income* determines 
the rate or rates of tax applicable to successive slices of income though certain 
parts thereof may be exempt onx>ne ground or another i.e., interest on tax-free 
securities, etc. Before an Hem can be included in total income’ it must 
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be in the nature of income, profits or gains. Consequently, total income does 
not include any item which is specially exempt from tax. But it should 
include in addition to income on which tax is payable by the assessee directly, 
items taxed at source on his behalf as also items of income which really 
1° him through nominally to others (i.e, income of wife, minor 
children, etc.). We have discussed earlier in detail the different classes of 
income which are not liable to tax or are only partially liable. Total income 
being so determined the assessee’s liabilty to tax and the rate at which he should 
pay are fixed by the annual Finance Act. 



CHAPTER XIV 


SET OI F AND CARRY FORWARD OF LOSS 
(Sections 70 to 80) 

1. General — We have already discussed how net income under 
different heads are computed. Where tiie net result in respect of any souice 
falling under any head of income is a ‘ negative figure”, it shall be set off 
against “positive figure” under any other source of income under the same 
head. To explain, if an assessee carries three different businesses, say, cloth 
business, oil business and paper business in three different places and suffers 
loss in paper buriness and makes profit in the remaining businesses, then this 
loss in raper business shall be set off against the profit in cloth business and 
oil business. In addition in computing the total income of an assessee loss 
under any head of income other than “Capital Gains” shall be set otr against 
income from any other head- To Explain, if there be any “minus income” say 
under “property”, it shall be set off against the “plus income”, say, under 
“interest on securities”. If the resultant figure is still “minus”, the assessment 
shall be at NIL. But if the resultant “minus income” arises from “business, 
profession or vocation” then it shall be carried forward to the succeeding year. 
With the consent of the assessee, “minus income” under any head can be set off 
against “plus income” under “Capital Gains”. 

§ 2. Loss in Business, Profession or Vocation —Loss incurred in a 
business, profession or vocation (other than speculation business) shall, if 
it cannot be set off against income from other heads of income of the same 
year, be carried forward and set off against the profits and gains of the same 
business, profession or vocation of the succeeding year. It can also be set 
off against any other business, profession or vocation (other than speculation 
business) provided the original business, profession or vocation is carried on 
by the assessee in the year of set off. It should be noted, however, that 
the loss which has been brought forward from the preceding year cannot 
be set off against any other head of income of the following year. In addition, 
if the original business, profession or vocation in which the los^ occured i< 
discontinued, the right to set off the loss which has been brought forward 
from a preceding year will automatically be forfeited. The total period of 
carrying forward the loss is restricted to eight years only. 

The respondent-company (Prithvi Insurance Co. Ltd.) carried on the 
business of life insurance as well as general insurance. Both life insurance 
and general insurance business were attended to by its branch managers and 
agents without any distinction, there was one common administrative organisa- 
tion and the expenses incurred both administration and for heads of 
expenditure such as salary of the staff, postage, staff welfare fund and general 
charges, were common. The question was whether the unabsorbed losses 
of the respodent-company for the assessment year 1950-51 and earlier years in 
respect of life insurance business could be set off against its profits of the 
general insurance business for the assessment years 1951-52 to 1954-55 under 
Section 24(2) (old section) of the Indian Income-tax Act, 1922 ; 
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It was held by the Hon’blc Supreme Court that the respondent-company 
y was entitled to the set-off claimed by it as the life insurance business and the 
general insurance business constituted one composite business. The inter-connc- 
ction, inter-lacing, inter dependence and unity were furnished by the existence 
of common management and common place of business. 

Because in respect of the life insurance business and the general 
insurance business there are special methods of computation of income for 
the purpose of levying income-tax, it does not follow that they are not the 
“same business” within the meaning of Section 24(2) (old section). The 
question whether life insurance business and general insurance business 
carried on by the assessee may be regarded as the “same business” or 
different business depends not upon the special method prescribed by the 
Incohie-tax Act, for computation of the taxable income, but upon the 
nature of the business, the nature of their organisation, management, 
source of the capital fund utilised, method of book-keeping used and other 
related circumstances which stamp the businesses as the same or distinct. 


If one business cannot conveniently be carried on after the closure 
of the other, there would be a strong indication that the two constituted 
the “same hi. .im-ss.” but no decisive inference may be drawn from the 
fact that after the closure of one business, another may conveniently be carried 
on. [I.T.R. Vol. 63 (1967) page 632]. 


The advantage or the right conferred by sub-section (2) of Section 24 
(old section) of the Income-tax Act, 1922, to carry forward unabsorbed loss of 
a business is available only when the business is continued without break from 
year to year and not otherwise. Cessation of the business in which the loss 
was originally sustained would necessarily result in the loss of the right to carry 
forward its loss to the “following year and so on.” Though it is true that one 
of the shades of the meaning of the word “continue” is “to resume”, and one 
of the shades of the meaning of the word “resume” is “to take up a thing after 
an interruption” having regard to the different shades of meaning of both the 
words, the main idea conveyed is continuation of a thing without break. 
Even assuming that the word “resume" means “taking up a thing after having 
given it up” having regard to the scheme underlying the relevant provisions of 
Section 24 (old section) the words “provided that the business, profession or 
vocation in which the loss was originally sustained continued to be carried on 
by him in that year” are not capable of bearing a construction so as to. include 
restarting a business, in which loss was suffered at ter its discontinuance. 
[I. T. R., Vol. 58 (1965), page 1] [Bombay Hirh Court decision.] 


The respondent [A. Dharma Reddy (deceased)] was an individual whose 
only sources of income were his shares in several firms. Apart from the firms 
which carried on other business there were two firms, A and B, which carried 
on business in bidi leaves. Firm A consisted of two partners and firm iB of 
four. Firm A was dissolved on March, 31, 1955, but firm B 
during the accounting year relevant to the assessment year 1956-57. The 
respondent sustained a loss in firm A for the assessment year 1955-56 which 
after adjustment against his other income for that year came to Rs. 24,532. 
This amount he claimed to set off under Section 24(2) (u) (old 1 section) of 
the Income-tax. Act, 1922, as amended in 1955, against his share of the 
income of firm B for the assessment year 1956-57 : 


It was held by the Hon’ble Supreme Court that the respondent carried 
on the business in bidi leaves apart from other businesses. This business 
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he was doing in partnership. Nevertheless the business was of taking con- 
tracts in respect of or dealing in bidi leaves and this business he could do 
- either individually or in partnership with someone else. The fact that firm 
A was dissolved on March 31, 1955, did not mean that his business in bidi 
leaves came to an end so long as he continued to do that business either 
individually or in partnership with others. The business of the respondent 
which consisted of dealings or taking of contracts in bidi leaves, did not 
depend on the constitution of a partnership through which it was carried 
on nor could it come an end so long as the respondent carried on the same 
systematic course of activity. The business in which the loss had been 
sustained by the respondent when he was a partner of firm A which was 
dissolved on March 31, 1955, continued to be carried on by him in partner- 
ship with three other persons during the assessment year 1956-57. He did 
not stop doing that business in the assessment year 1956-57. The respondent 
was, therefore, entitled under Section 24 (2) (old section) to set off his share 
of the unabsorbed loss of Rs. 24,532 from Firm A brought forward from 
the assessment year 1955-56 against his business income for 1956-57. [I. T. R. 
Vol. 73 (1969) page 751.] 

§ 3. Loss in Speculation Business — According to Section 43(5) 
“Speculative transaction’' means a transaction in which a contract for the 
purchase or sale of any commodity, including shares, is periodically settled 
without actual delivery or transfer of the commodity or scrips. Profits arising 
out of “Speculative transactions” is liable to tax just like any other business 
profit. But loss arising out of “Speculative transactions” can be set off 
only against profit arising out of any other “Speculative transaction” in 
the same assessment year. If the loss cannot be set off, it shall be carried 
forward and set off against any profit arising out of any “Speculative trans- 
actions” of the succeeding year. The total period of carrying forward this 
loss is also restricted to eight years only. 

Departmental instructions as per Circular No. 4 (124) SO TPL C.B.R 
dated the 12th Sept., 1960 are as follows : 

(i) either to set off the speculation losses carried forward from an earlier 
year against the speculation profits of the current year and then to set off the 
current year’s losses from any other source against the remaining part, if any, 
of the current year’s speculation profit, or 

(ii) to first set off the current year’s losses from non-speculation business 
and any other source against the current year’s speculation profits and then 
to set off the carried forward speculation losses of the earlier year against the 
remaining part, if any, of the current year’s speculation profits, 

whichever is advantageous to the assessee. 

The respondent (Pangal Vittal Nayak and Co. P. Ltd.) was a member of 
an association for speculation in cocoanut oil. It speculated on its own. 

It also received orders from its constituents, who were not members of the 
association, to speculate on their behalf, the procedure for these transactions < 
being as follows : The respondent received an instruction by telephone or 
telegram to buy or sell a certain quantity. Immediately it entered it into its 
books and informed the party of the sale or purchase having been effected. 
But as only members could deal with the association, actually no such 
purchase or sale was made through the association in the name of that party, 
though there were other purchases or sales in forward transactions by the 
respondent itself. The dates for settlement as also the rates at which the 
transactions were entered into were settled. On the relevant date settlement 
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was made, profit being either paid to or received from the party having 
regard to the rates obtaining on that day. On each such transaction the 
respondent also received a commission from the party on whose behalf the 
transaction was done. The respondent claimed to set off such commission 
against its speculation losses. 

It was held by the Hon’ble Supreme Court that the commission received 
by the respondent could not be set off against the speculation losses, 
because there was no element of speculation whatever in the commission 
income received by the respondent ; the commission was independent of any 
fluctuation in the market and no risk was involved in earning it The 
commission had to be treated not as a profit from the speculation business 
but as profit from the business as a broker, and the respondent was not 
entitled to have the commission receipts assessed under the head “speculation 
business”. [I. T. R. Vol. 74 (1969) page 754]. 

§ 4. Loss arising from sale of “Short-term Capital Asset”— Loss arising 
from sale of “Short-term Capital Asset” shall be set off against profit arising 
from sale of any other “Short-term Capital Asset” as also any other heads of 
income in the same assessment year. If the loss cannot be wholly set off in 
one year, it shall be carried forward to the succeeding year and set off against 
the profit i r ’".y fiom sale of “Short-term Capital Asset” of that year only. 
The total period of carrying forward this loss is restricted to eight years only. 

§ 5. Loss arising from sale of “Long-term Capital Asset” — Loss 
arising from sale of “Long-term Capital Asset” shall be set off against profit 
arising from sale of any other “Long-term Capital Asset” in the same assess- 
ment year. If the amount of loss is less than Rs. 5,000, then it shall be ignored 
in the case of an assessee other than a company. If this loss of more than 
Rs. 5,000 cannot be wholly set off in one year, it shall be carried forward 
to the succeeding year and set off against the profit arising from sale of “Long- 
term Capital Asset” of that year. The total period of carrying forward this 
loss is restricted to four years only. 

§ 6. Loss of Registered Firms— In computing the total income of a 
registered firm, loss under one head can be set off against profit from any 
other head. In the event of a loss (or unabsorbed depreciation) still remain- 
ing, it shall be apportioned among the partners who were entitled to share 
the profit and loss of the firm in the accounting year, and should, under no 
circumstances, be carried forward to be set of agamst the income of the firm 
itself in the succeeding year. Where a previous partner has given up his 
share owing to a change in the constitution or is dead, only his successor 
by inheritance is entitled to carry forward the loss allocated to him by the 
firm. No other person, including his successor iu the firm, can claim to set off 
this loss against his income. 

In the case of a registered firm if full effect cannot be given to any 
depreciation allowance in any past year then the carried forward unabsorbed 
depreciation becomes depreciation of the current year in the hands of the 
partners. If one of such partners is carrying on no other business such 
partner can necessarily set off the unabsorbed depreciation against income 
under other heads. In the language of Section 10 (2) (vi), proviso (b) (old 
section), is implicit the intention of the legislature that effect can be given to 
a depreciation allowance in the assessment of a partner. In such a case set 
off is permitted under Section 24(1) (old section) and recourse to Section 24(2) 
(old section) is unnecessary, In that view, even the condition prescribed in 
clause (ii) of sub section (2) of Section 24, (old section) that the business 
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profession or vocation in which the Joss was originally sustained should 
continue to be carried on, may also not be necessary because carry forward of 
depreciation is not covered by Section 24(2) (old section) [I. T. R. Vol. 75(1970), 
page 1] [Delhi High Court decision]. 

§ 7. Loss of Unregistered Firms — In computing the total income of 
an unregistered firm, loss under one head can be set off against profit from 
any other head. In the event of a loss still remaining, it shall be carried 
forward to the succeeding year and set off against the business income of 
the firm itself in the succeeding year. In no case it shall be apportioned 
among the partners even when the unregistered firm has not been assessed. 
All that is allowed is the collective set off available to the firm as a whole. 

According to the decision of the Supreme Court of India in Jamunadas 
Daga Vs. C. I. T. Bombay [I. T. R., Vol. 41 (1961), page 639] the partners of 
an unregistered firm can set off their share of loss against income from other, 
sources for the same year for the purpose of determining their “total income’* 
on the basis of which the average rate of tax will be applicable. But they 
will not have any right to carry forward their share of loss to the succeeding 
year to set off against their share of profits arising from the firm in the 
succeeding year. 

§ 8. Loss of Controlled Companies— Loss incurred by a company in 
which the public are not substantially interested [as defined in Section 2 (18)] 
and carried forward from a preceding year cannot be set off in a subsequent 
year unless 51% of the voting power were continued to be held by the same 
persons. To explain, loss incurred by a company during the year ended 
31st March, 1968 will not be allowed to be set off against the profit arising 
during the year ended 31st March, 1969 unless 51 % of the voting power were 
beneficially held by the same person on the 31st March, 1968 and the 31st 
March, 1969. This set off will, however, be allowed if it is proved to the 
satisfaction ot the Income-tax Officer that the change in lt,e share-holding 
was not effected with a view to avoid or reduce any tax liability, 

§9. Unabsorbed Depreciation — Where the profits or gains of a business 
are insufficient to cover the entire amount of depreciation admissible on 
the buildings, machinery, plant etc. used for the purpose of the business, 
the excess depreciation can be set off against the income accrued to the 
assessee from any other head of income. Where, however, full effect cannot 
be given the allowance shall be added to the amount of depreciation allowance 
for the succeeding year and so on. In carrying forward depreciation, business 
loss should be set off before depreciation, since business loss can be carried 
forward for eight years whereas unabsorbed depreciation can be carried forward 
till it can be fully absorbed. 

On a consideration of the provision of Section 10(1), Section 10(2) 
(vi) proviso (b) and Section 24 (1) and (2) (old sections), it appears that 
the depreciation allowance permitted under Section 10 (2) (vi) is available 
in the first place in the computation of the income from the business in 
which the depreciation is given and is adjusted against the profits and 
gains of that business. If the depreciation allowance is larger than the 
profits or gains in that business so that an excess remains after the said profits 
and gains are absorbed, such excess comes under Section 10 (1) for absorption 
of the profits and gains of other business, if any, carried on by the assessee. 
If a balance from the depreciation allowance is left even thereafter, that 
becomes available for set off against the income, profits and gains from any other 
head during that year. In case there is still a balance left over, it is taken to 
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the following year, and if there is current depreciation for the following year 
it is added on to that current depreciation and deemed a part of it, and if there 
is no current depreciation for the following year, the balance carried forward 
becomes the. depreciation allowance for the following year available for the 
adjustment in the same manner as the current depreciation for the following 
year except that where there are also “carried forward losses’*, of the earlier 
years the said carried forward losses will be first absorbed against the profits 
and gains of the business before the carried forward part of the depreciation 
allowance is allowed to be adjusted. Except for this distinction between the 
carried forward part of the depreciation allowance and the current depreciation, 
there is no other distinction between them. 

Unabsorbed depreciation does not lose its character when it is carried 
fosjvard to the following year. In addition, unabsorbed depreciation carried 
forward cannot be treated on the same basii that it is “business loss carried 
forward”. Accordingly, it was held by the Hon’ble Bombay High Court 
that the assessee who has income from business as well as income from house 
property in the current year was entitled to have not merely the business 
income but also the property income adjusted against the ‘ ‘unabsorbed 
depreciation carried forward” from an earlier year. [I. T. R., Vol. 49 (1963), 
page 145] 

The aggregate depreciation allowance allowed year to year must not 
however exceed 100% of the actual cost to the assessee. 

Unabsorbed capital expenditure on Scientific Research and Family 
Planning will be treated exactly on the same basis as unabsorbed depreciation. 

§ 10. Unabsorbed Development Rebate — Where the profits and gains of a 
business are insufficient to cover the entire amount of development rebate, the 
excess amount can be set off against any other income accrued to the assessee 
during the same accounting year. If th amount cannot be wholly set off, the 
excess can be carried forward to the subsequent year. Loss in “business, 
profession or vocation” carried forward from an earlier year can be set off only 
against profit arising from “business, profession or vocation” in a subsequent 
year. Loss in “speculation business” carried forward from an earlier year can 
be set off only against profit from “speculation business” arising in a subsequent 
year. Loss arising from sale of “Long-term Capital Asset” and carried forward 
from an earlier can be set off only against profit arising from sale of 
“Long-term Capital Asset” in a subsequent year. But unabsorbed develop- 
ment rebate carried forward from an earlier year can be set off against any 
other head of income arising in a subsequent year. The total period of 
carrying forward unabsorbed development rebate is, however, restricted to eight 
years only. 

Illustration 30. 

From the following particulars, compute A’s total income for the different 
assessment years. 

(1) Accounting year ended 31st March, 1965- 

Income from House property Rs. 10,000. Loss from cloth business 
Rs. 15,000. Interest on Fixed Deposit Rs. 3,000, 

(2) Accounting year ended 31st March, 1966 — 

Income from ? House property Rs. 10,000. Profit from cloth 
business Rs. 5,000. 
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(3) Accounting year ended 31st March, 196 7 > 

Income from House property Rs. 12,0C0. Loss from cloth business 

Rs. 26,000 

(4) Accounting year ended 31st March, 1968— 

Income from House property Rs. 12.000. Loss from cloth business 
Rs. 10.000 

(5) Accounting year ended 31st March 1969 — 

Income from House property Rs. 12,000. Profit from cloth business 
Rs. 10,000 

(6) Accounting year ended 31st March, 1970 — 

Income from House property Rs. 12,000. Profit from cloth business 
Rs. 20,000. 


ANSWER 

Statement of total income for the year ended 31st March, 1965 
(Assessment year 1965-66) 


Income from House property 
Interest on Fixed Deposit 

Loss from cloth business 

Loss carried forward to the assessment year 1966-67 


Rs. 10,000 
3,000 
Rs. 13,000 
15,000 
Rs? 2,000 


Statement of total income for the year ended 31st March, 1966 
(Assessment year 1966-67) 

Income from House property Rs. 10,000 

Profit from cloth business Rs. 5,000 

Less : Loss carried from the 

assessment year 1965-66 2,000 3,000 

Total Income Rs. i 3,000 


Statement of total income for the year ended 31st March, 1967. 


(Assessment year 1967-68) 

Income from House property Rs. 12,000 

Loss from cloth business 26,000 

Loss carried forward to the assessment year 1968-69 Rs. 14,000 


(Assessment year 1968-69) 

Income from House property Rs. 12,000 

Loss from cloth business 1Q000 

Total Income Rs. 2,000 


Rs. 14,000 being loss cafried forward from the assessment year 1967*68 
will be carried over to the assessment year 1969*70. 
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Statement of total income for the year ended 31st March, 1969. 
(Assessment year 1969-70) 

Income from House property Rs. 12,000 

Profit from cloth business Rs. 10,000 

Less ; Loss carried forward from the 

assessment year 1967-68 10 000 NIL 

Total Income R s. 12,000 

Rs. 4,000 being loss carried forward from the assessment year 1967-68 
will be carried over to the assessment year 1970-71. 

Statement of total income for the year ended 3 1st March, 1970. 
(Assessment year 1970-71) 

Income from House property Rs. 12,000 

Profit from cloth business Rs. 20,000 

Less : Loss carried forward from the 

assessment year 1967-68 4,000 16,000 

Total Income Rs. 28,000 


Illustration 3i. 

From the following particulars, compute the total income of Sri Pravat 
Kamal Pal for the assessment years 1968-69, 1969-70 and 1970-71. 


Accounting period 1.4.67 to 31.3.68 

1. Interest on securities (Gross) Rs. 6,000 

2. Income from House properties 16,000 

3. Profit from speculation business 4,000 

4. Loss in cloth business 24^000 

5. Dividends (Gross) 8, C00 

6. Loss arising from sale of “Long-term Capital Asset” 

Comprising of lands 4,000 

Accounting period 1.4.68 to 31.3.69 

1 . Interest on securities (Gross) Rs. 6,000 

2. Income from House peoperties 16,000 

3. Loss in speculation business 18,000 

4. Profit in cloth business 12,000 

5. Dividends (Gross) 9,000 

6. Loss arising from sale of “Short-term Capital Asset” 14,000 

7. Profit arising from sale of “Long-term Capital Asset” 

Comprising of Buildings. 6,000 

Accounting period 1.4.69 to 31.3.70. 

1 . Interest on securities (Gross) Rs. 3,000 

2. Income from House properties 18,000 

3. Profit in speculation business 24,000 

4. Loss in cloth business 8,000 

5. Dividends (Gross) 4,000 

6. Profit arising from sale of “Short-term Capital Asset” 12,000 

7. Profit arising from sale of “Long-term Capital Asset” 

Comprising Securties. 15,000 
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ANSWER 

Computation of total income of Sri Pravat Kama) Pal. 
Assessment year 1968-49 


I. 

Interest on securities (Gross) 

Rs. 

6,000 

2. 

Income from House properties 


16,000 

3. 

Profit from speculation business 


4, COO 

4. 

Dividends (Gross) 


8,000 



Rs. 

34,000 


Less : Loss in cloth business 


24,000 


Total Income 

Rs. 

10,000 


Loss arisiog from sale of “Long-term Capital Asset’ comprising of lands 
shall be ignored as it is less than Rs. 5,000. 


Assessment year 1969-70 


Interest on Securities (Gross) 

Income from House properties 

Profit in cloth business 

Dividends (Gross) 

Less : Exempt (Section 80L) 

Rs. 

9,000 

500 

Rs. 

6,000 

16,000 

12,000 

8,500 

Less : Loss arising from sale of 
“Short-term Capital Asset’’ 



Rs. 

42,500 

14,000 

And : Profit arising from sale of 
“Long-term Capital Asset” 
Comprising of Buildings 

Less : 100% of Rs. 5,000 

Rs. 

6,000 

5,000 

Rs. 

28,500 

Less : 45 % of Rs. 1,000 (Section 80T) 

Rs. 

1,000 

450 


550 

Total Income 


Rs. 

29,050 


Loss in speculation business amounting to Rs. 18,000 shall be carried 
forward to the assessment year 1970-71. 


Aasessmeat year 1970-71 


Interest on securities (Gross) 

Income from House properties 
Profit in speculation business 
Less : Loss brought forward from 
assessment year 1969-70 

Carried Over 


Rs. 24,000 

Rs. 3,000 
18,000 

18,000 

6,000 


Rs. 27,000 



10 ) 


INCOME-TAX LAW AND PRACTICE IN INDIA 


m 


Brought Forward 

Dividends (Gross) 

Less : Exempt (Section 80L) 

Rs. 

4.000 

1.000 

Rs 

27,000 

3,000 

Less : Loss in cloth business 



Rs. 

30.000 

8.000 

Profit arising from sale of “Short-term 
Capital Asset” 



Rs. 

22,000 

12,000 

Profit arising from sale of “Long-term 
Capital Asset”, Comprising of Securities 
Less: 100% of Rs. 5,000 

Rs. 

15,000 

5,000 



Less 65% of Rs. 10,000 (Section 80T) 

Rs. 

10,000 

6,500 


3,500 

Total Income 



Rs. 

37,500 


Revisions; Problems. 

Question Nos. 49, 55, 57 and 59. 



CHAPTER XV 


DEDUCTION FROM TOTAL INCOME 

§ 1. Life Insurance Premia, Contribution to Recognised Provident Funds 
etc. (Section 80 C) — The following amounts are eligible for deduction — 

(a) Employee’s contribution to an approved Super-annuation Fund, 
to a Provident Fund to which the Provident Funds Act, 1925 applies, to a 
Provident Fund recognised under the Income-tax Act, 1961 and the Employee’s 
Provident Fund Act, 1952, upto one-fifth of the employee's annual salary 
(including dearness pay) with a maximum of Rs. 8,000. 

(b) Any sum paid by an assessee to effect an insurance on his life or 
on the life of his wife or children or in respect of a contract for a deferred 
annuity on his life or on his wife’s life and contributions to Widows, Orphans 
and Old Age Contributory Pensions Fund, 1925. 

(c) Any sum deposited by an individual in a ten-year or fifteen-year 
account under the Post Office Saving Bank (Cumulative Time Deposits) Rules 
1959 as amended from time to time. 

The total amount eligible for deduction under (a), (b) and (c) shall not 
exceed 30% of the gross total income (before any deduction under Chapter 
VIA) subject to a maximum of Rs. 15,000 for an individual and Rs. 30,000 
for a Hindu undivided family.* The allowance regarding life insurance 
premium is further restricted to 10% of the capital sum assured excluding 
bonus etc. i.e., if the policy is for Rs. 1,000 the maximum premium exempted 
should be Rs. 100 only. The deduction lias heen restricted to 60% of the 
first Rs 5,000 of the insurance premia, Provident Fund contributions etc. and 
50% of the remaining amount eligible for deduction. The effect of this 
deduction has been explained fully in the illustrations. 

§ 2. Medical Treatment of dependent relatives (Section 80D)— With 
effect from the assessment year 1965-66, fees and charges for medical treat- 
ment (including nursing) of dependent relatives has been excluded from the 
computation of the gross total income of an individual and a Hindu undivided 
family resident in India. The deduction is limited to Rs. 2, ‘>00 if the handi- 
capped dependent relative has been admitted in a hospital, or a nursing home 
or any approved medical institution for 182 days or more. In any other 
case the deduction will be limited to Rs. 600. Relative in relation to an indivi- 
dual means the mother, father, husband or wife of the individual ; a son, 
daughter, brother, sister, nephew or niece of the individual, a grand-son or 
grand-daughter of the individual. 

§ 3. Payment for securing retirement annuities (Section 80E) — With 
effect from the assessment year 1965-66 contributions made to an approved fund 
by an Indian citizen resident in India and partner in a registered firm of 
Chartered Accountants, Solicitors, Lawyers, Architects etc. have been excluded 
from the computation of his g(oss total income. The deduction is limited to 
10% of the gross total income with a maximum of Rs. 5,000. But the deduc- 
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tion will not be made in the case of an individual whose gross total income 
includes income chargeable under “Interest on Securities,” “Income from 
House property”, “Capital Gains” and “Income from other sources” amoun- 
ting to more than Rs. 10,0 DO or who is entitled to any pension or participa- 
ting in any pension or super-annuation scheme. 

The deduction shall be allocated against the income under the head 
“Profits and gains of business or profession” and shall not in any case exceed 
the income therefrom. 

The Annuity repayable later on to the individual shall be deemed to be 
his income and shall be chargeable to tax accordingly in that relevant yea r . 

- § 4. Educational expense (Section 80F) — With effect from the assessment 

year 1968-69 provision has been made for a deduction from the computation 
of gross total income of an individual who is resident but is not a citizen of 
India in respect of educational expenses incurred by him for full time education 
of his children outside India. The total amount of deduction is Rs. 1.500 for 
each child subject to a maximum of Rs. 3,00 ). 

§ 5. lunation for Charitable pnrposes (Section 80G — With effect from 
the assessment year 1968-69 provision has been made for a deduction of 50% 
in the case of a company and 55% in the case of any other assessee of the 
amount of donations amounting to more than Rs. 250 made to any Institution 
or Fund established in India for charitable purposes. The maximum limit of 
donation is 10% of the gro.s total income as reduced by the non-taxable portion 
thereof or Rs. 2,00,000 whichever is less. (Vide Illustrations 36 and 42) 

§ 6. New Industrial undertakings employing displaced persons (Section 
80H) — With effect from the assessment year 1968-69 provision has been made 
for a deduction of 50% of the income with a maximum of Rs. 1,00,000 arising 
to a new industrial undertaking employing a minimum number of 40 workers of 
every working day, 60% of which must be displaced persons or repatriats from 
East Pakistan, Burma, Ceylon etc. To secure exemption the industrial under- 
takings must not be formed by splitting or reconstructing an old business 
concern but newly set up and must begin to manufacture or produce articles 
any time during 1st April, 1967 and 31st March, 1970. The deduction is 
admissible from the assessme it year relevant to the year in which the 
production starts for 10 years. 

§ 7. Profits of specified industries (Section 801) — With effect from the 
assessment year 1966-67 providon was made for a deduction c f 8% of the 
proi.ts arising to an Indian Company in which the public arc not substantially 
interested or any other non-Indian-Company which has made the prescribed 
arrangements for the declaration and payment of dividends within India, out 
of generation or distribution of electricity or any other form of power or of 
construction, manufacture or production of anything specified in the Sixth 
Schedule. This deduction is not available to a company whose total income 
is less than Rs. 25,000. 

§ 8. New Industrial undertakings or ships or hotel business (Section 80J) — 
To secure exemption, the industrial undertaking must not be formed by 
splitting or reconstructing an old business concern but newly set up after 1st 
April, 1948, employing more than 10 persons where the manufacturing process 
is carried on with the aid of power and 20 persons in other cases. In the case 
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of hotels the exemption was allowed from the assessment year 1961*62 to Indian 
Companies which had a paid-up capital of Rs. 5 lakhs or more and were 
approved by the Central Government for tourist purpose. In the case of Indian 
shipping Companies the exemption was allowed from the assessment year 
1967-68. The exemption is limited to 6 % of the capital employed in the business 
and is admissible from the assessment year relevant to the year in which the 
production starts for six years in the case of a Co-operative Society and lor 
four years in the case of other Industrial undertaking, hotel and shipping 
companies. Where the amount of income is Jess than 6% of the capital 
employed the deficiency will be carried forward from the assessment year 1965- 69 
for seven years in the case of a Co-operative Society and for five years in the 
case of other concerns. 

§ 9. Dividends from new industrial undertakings, hotels or shipping business 
(Section 80K) — Dividends paid out of exempted profits (tax holiday j of new 
Industrial undertakings, hotels and shipping business are not includible in the 
computation of gross total income of the share-holders of the respective 
organisations from the assessment year 1968-69. 

§ 10. Dividends from Indian Companies (Section 80L)— With effect from 
the assessment year 1968-69 dividends leceivcd from Indian companies 
amounting to less than Rs. 5f0 are not includible in the computation of gross 
total income of any assessee. If the amount is more than Rs. 5('0 then the 
entire amount should be included. Where an assessee is also entitled for a 
deduction in respect of dividends from new industrial undertakings etc the 
amount of Rs. 500 should be reduced by such ‘‘tax holiday”. Dividends. With 
effect from the assessment year 1969-70 the non-includible amount shall be the 
first Rs. 500 of the entire dividend. The exempted amount was increased to 
Rs. 1,000 with effect from the assessment year 1970-71. 

§ 11. Intercorporate dividends (Section 80M) — With effect from the 
assessment year 1968-69 dividends received by a company from a ‘‘domestic 
company” shall not be included in the computation of gross total income of 
the recipient company in the following manner- 

fa) Dividends received by a ‘‘Foreign Company” 80% of such dividends 
from a closely held Indian Company 
mainly engaged in priority Industries 

(b) Dividends received by a ‘‘Foreign Company” 65% of such dividends 
from any “Domestic Company” [other than 

an Indian Company referred in (a)] . 

(c) Dividends received by any “Domestic 60% of such divi- 
dends Company” from any other “Domestic 

Company” 

§ 12. Royalty regarding “technical know-how” (Section 80MM)— With 
effect from the assessment year 1970-71 an Indian Company which provides 
“technical know-how” to any person carrying on a business in India will 
be entitled to deduct 40% of any royalty, commission, fees or any other 
receipts (excluding “captial gains”) in the computation of its total income. 
This deduction will be available where the “technical know-how" is likely to 
assist in the manufacture or processing of goods or materials, installation or 
erection of machinery and plant, mining including prospecting, or in agricul- 
ture, animal husbandry, dairy, or poultry farming, forestry or fishing and the 
royalty, commission, fees etc. are receivable in terms of an agreement entered 
after 1st April, 1969 and approved by the Central Government before 1st 
October of the relevant assessment year. 
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§ 13. Dividends from non-Indian Companies (Section 80N)— 60% of the 
dividends received on shares allotted by a non-Indian Company in consideration 
of any patent, invention, model design, secret formula or process or simitar 
property right or information concerning industrial, commercial or scientific 
knowledge, experience or skill or technical services rendered by an Indian 
company to the non-Indian company under an agreement approved by the 
Central Government, shall not be included in the computation of gross 
total income of the recipient company with effect from the assessment year 
1968-69. With effect from the assessment year 1969-70 the non-includible 
amount has been raised to 100% of the dividend. 

§ 14. Royalties, Commission, Fees etc. (Section 80-0) — 60% of the 
Royalty, Commission, Fees or similar payment received by an Indian Company 
from a non-Indian company in consideration of the supply of technical “know- 
how” or technical services to the non-Indian company in per<uance of an 
agreement approved by the Central Government shall not be included in the 
computation of gross total income of the recipient company with effect from 
the assessment year 19*8-69. With effect from the assessment year 1969-70 
the non-includible amount has been raised to 100% of the Poyalty, Commission, 
Fees, etc. 

S 15. Income of Co-operative Secicties (Section 80P) — With effect from 
the assessment year 1968-69 the entire income of the following category of 
Co-operative Societies has been excluded from the computation of gross total 
income — (i) Societies carrying on the business of banking or providing credit 
facilities to its members, or carrying on a cottage industry or the marketing of 
the agricultural produce of its members or the purchase of agricultural 
implements, seeds, live-stock or other articles intended for agriculture for the 
purpose of supplying them to its member-, or the processing, without the aid 
of p)wer, of the agricultural produce of its members, (ii) Societies being 
primary societies engaged in supplying milk raised by its members to a Federal 
Milk Co-operative Society, (iii) In respect of any income derived by the 
Society from the letting of godowns or warehouses for storage, processing or 
facilitating the marketing of commodities, (iv) In respect of interest or 
dividends derived by the Society from its investments with any other Society, 
(v) In respect of interest on securities and income from House Properties in 
the case of Societies other than a Housing Society, an Urban Consummer's 
Society or a Society carrying on transport business or a Society engaged in 
the performance of any manufacturing operations with the aid of power 
where the gross total income of the Society does not exceed Rs. 20,000. 

§ 16. Dividends from Co-operative Societies (Section 80Q) — Dividends 
paid out of the exempted profits of Co-operative Societies are not 
includible in the gross total income of the share-holders from the assessment 
year 1968-69. 

§ 17. Remuneration for services rendered outside India by a teacher 
(Section 80R)— With effect from 1st April, 1966 provision was made for 
a deduction of 50% of the remuneration for the first 36 months for rendering 
services outside India by a professor, teacher or research worker who is a resi- 
dent individual, as also a citizen of India from any foreign university or other 
educational institution or any foreign notified association. 

§ 18. Professional income from Foreign sources (Section 80RR) — With 
effect from the assessment year 1970-71 an author, play-wright, artist, 
musician or actor, resident in India, deriving income from his profession from 
any foreign source will be entitled to deduct 25% of such income which is 
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received in or brought into India in accordance with the Foreign Exchange 

Regulation Act, 1947 and any rules made thereunder. 

* 

§ 19. Compensation for termination of Managing Agency etc. 
(Section 80S)— Compensation or similar payments received by an assessee 
other than a company on the termination or variation of managing agency, 
commission agency or any other similar agency is taxable as income from 
business, profession or vocation, in terms of Section 28(ii). As the lump 
receipt will be treated as income of one year, the amount of tax payable would, 
therefore, be heavy. To remove this hardship, 25% of such compensation, 
subject to a maximum of Rs. 1 lakh . shall be deducted and the balance amount 
shall be included in the computation of the gross total income from the assess- 
ment year 1968-69. 

§ 20. Long-term Capital Gains (Section 80T)— Profits arising to an 
assessee other than a company from sale of “Long-term Capital Asset” shall 
be excluded with effect from the assessment year 1968-69 in full if the gross 
total income of the assessee is less than Rs. 10,000. If the gross total income 
is more than Rs. 10,000, then the first Rs. 5,000 of the profits arising from sale 
of “Long-term Capital Asset” comprising of lands or buildings and 45% of the 
balance shall be excluded with effect from the assessment year 1968-69 from 
the gross total income. If the gro s total income is more than Rs. 10,000 and 
the profits arise only, from sale of “Long-term capital assets” other than 
lands and buildings (i. e. shares, securities etc.) then the first Rs. 5,000 of 
such profits and 65 % of the balance shall be excluded from the computation of 
gross total income with effect from the assessment year 1968-69. (Vide 
Illustration No. 28.) [Revisional problems— Question No. 49]. 

§ 21. Blind Persons (Section 80U) — With effect from the assessment 
year 1969-70 provision has been made for a deduction of Rs. 2,000 from the 
gross total income of a resident individual who is totally blind at the end of 
t he relative “Previous year.” 



CHAPTER XVI 


RATE OF TAX 

§ 1. Rate of Income-tax— Indian Income-tax Act contemplates an 
annual Finance Act fixing the rate of tax in relation to the total income of 
the previous year. Income-tax is thus an annual tax not only in the sense 
that it is imposed annually by the Legislature, but also in the sense that 
it is annual in its collection. Although it was originally imposed as a 
temporary tax, the Act regulating its collection have always been so drawn as 
to expire automatically at the end of the period of such imposition. The 
period being for a fiscal year only, the Income-tax Act provides that if on the 
1st day of April in any year the Finance Act is not passed, the rates imposed 
by the previous Finance Act or the rates proposed in the pending Bill whichever 
is advantageous to the assessee, should be levied. (Section 294) 

The rates are levied under “Slab system” by which successive slices 
of total income are charged at progressively higher rates. Different slabs 
being liable to tax at diferent rates, an average rate of tax is determined 
by dividing the amount of tax calculated by the amount of total income. 
Rebate admissible in respect of interest on tax-free securities etc., is then 
calculated at the average rate. The principle adopted is to calculate the tax 
on the “total income” of the assessee and to levy that portion of it which 
the taxable income bears to the "total income”. 

Paragraph “A” 

In the case of every individual or Hindu undivided family or unregis- 
tered firm or other association of persons or body of individuals, whether 
incorporated or not or every artificial juridical person referred to in sub-clause 
(vii) of clause (31) of Section 2 of the Income-tax Act. not being a case to 
which Paragraph “B”, “C”, “D”, “F.” or “F” applies. 


Rates of Income-tax 
Assessment year 1969-70 


(1) where the total income does not 
exceed R$. 5,000. 

(2) where the total income exceeds 
Rs. 5,000 but does not exceed 
Rs. 10,000. 

(3) where the total income exceeds 
Rs. 10,000 but does not exceed 
Rs. 15»000. 

(4) where the total income exceeds 
Rs. 15,000 but does not exceed 
Rs. 20,000. 


5 per cent, of the income ; 

Rs. 250 plus 10 per cent, of the amount 
by which the total income exceeds 
Rs. 5,000 ; 

Rs. 750 plus 15 per cent, of the amount 
by which the total income exceeds 
Rs. 10,000 ; 

Rs. 1,500 plus 20 per cent, of the 
amount by which the total income 
exceeds Rs. 15,000 ; 
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(5) where the total income exceeds Rs. 2,500 plus 30 percent, of the 
Rs. 20,000 but does not exceed amount by which the total income 
Rs. 25,000. exceeds Rs. 20,000 ; 

(ft) where the total income exceeds Rs. 4,000 plus 40 per cent, of the 

Rs. 25,000 but does not exceed amount by which the total income 

Rs. 30,000. exceeds Rs. 25,000 ; 

(7) where the total income exceeds Rs. 6,000 plus 50 per cent, of the 

Rs. 30,000 but does not exceed amount by which the total income 

Rs. 50,000 exceeds Rs. 30,000 ; 

(8) where the total income exceeds Rs, 16,000 plus 60 per cent, of the 

Rs. 50,000 but does not exceed amount by which the total income 

Rs. 70,000. exceeds Rs. 50,000 ; 

(9) where the total income exceeds Rs. 28 000 plus 65 per cent, of the 

Rs. 70,000 but does not exceed amount by which the total income 

Rs. 1,00,000 exceed;. Rs. 70,000 ; 

(10) where the total income exceeds Rs. 47,500 plus <0 per cent, of the 

Rs. 1,00,000 but does not exceed amount by which the total income 

Rs. 2,50,000. exceeds Rs. 1,00,000 ; 

(11) where the total income exceeds Rs. 1,52,500 plus 75 per cent, of the 

Rs. 2,50.000 amount by which the total income 

exceeds Rs. 2,50,000 ; 

Provided that for the purpose of this Paragraph, in the case of a person, not 
being a non-resident individual (mate or female) or a Hindu undivided family, the 
income-tax computed at the rates hereinbefore specified shall be reduced by— 

(a) Rs. 125 in the case of an unmarried individual (male or female) ; 

(b) Rs. 200 in the case of a married individual (male or female) who has 
no child mainly dependent on him or her or a Hindu undivided 
family which has no minor co-perccner ; 

(c) Rs 220 in the case of a married individual (male or female) who has 
one child mainly dependent on him or her or a Hindu undivided 
family which has one minor co-percener mainly supported from the 
income of such family. 

( d ) Rs. 240 in the case of a married individual (male or female) who has 
more than one child mainly dependent on him Or her or a Hindu 
undivided family which has more than one minor co-percener mainly 
supported from the income of such family. 

In the case of a married individual (male or female) whose spouse has a 
total income exceeding Rs. 4,000, the amounts of Rs. 200, Rs. 220 and Rs. 240 
should, however, be reduced to Rs. 125, Rs. 145 and Rs. 165 respectively. 

No income tax is payable on a total income which is less than Rs. 4,000. 
To explain, if the total income for the year ended 31st March, 1969 (Assessment 
year 1969-70) is Rs. 3,900 income-tax payable shall be NIL although income- 
tax payable on Rs. 3,900 @5% i.e. Rs. 195 less personal allowance of Rs. 125 
will be Rs. 70 in the case of an unmarried individual (male or female). The limit 
of Rs. 4,000 is increased to Rs. 7,000 if the assessee is a Hindu undivided family 
having at least two male members" of more than 18 years old (neither of whom 
is a lineal descendant of the other) 
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In addition, income-tax payable shall not exceed 40% of the amount by 
which the total income exceeds Rs. 4, COO (or Rs. 7,000 as the ease may be), 
i o explain, if the total income of an unmarried individual (male of female) 
assessee is Rs. 4,050, income-tax payable on Rs. 4,050 (a) 5 % i.e. Rs. 202*05 
less personal allowance of Rs. 125 will be Rs. 77 05 but the amount shall 
be restricted to 40% of Rs. 50. i.e. Rs. 20. 

In addition to spouse allowance and children allowance, dependent parents 
and grand-parents (having annual income of less than Rs. 1,000) allowance shall 
be allowed at the rate of Rs. 20 if the total income of the individual (male or 
female) is less than Rs. 10,000. To explain, if the total income of the individual 
(male or female) is less than Rs. 10,000 then ii. calculating the amount of 
income-tax the following amounts shall be deducted — 

(a) Rs. 125 plus Rs. 20 i.e. Rs. 145 for an unmarried individual (male or 
female) having dependent parents. 

(b) Rs. 200 plus Rs. 20 i.e. Rs. 220 for a married individual (male or 
female) having dependent parents. 

(c) Rs. 220 plus Rs. 20 i.e. Rs. 240 for a married individual (male or 
fem'.M having one dependent child in addition to dependent paren's. 

( d ) Rs. 240 plus Rs. 20 i.e. Rs. 260 for a married individual (male or 
female) having more than one dependent child in addition to dependent 
parents. 

In the case of a married individual (male or female) whose spouse has a 
total income exceeding Rs. 4,000, the amounts of R;. 220, Rs. 240 and Rs. 260 
should, however, be icduced to Rs 145, Rs. 165 and Rs. 185 respectively. 


Surcharge on income-tax. 

The amount of income-tax calculated after adjustment of personal 
allowance, spouse allowance, children adowai.ee and parents allowance (where 
applicable) shall be increased by a surcliaigc at the rate of 10% of such income- 
tax. It has been explained in the illustrations. 


Rates of Income-tax 
Assessment year 1970-71. 


(1) where the total income does 
not exceed Rs. 5,000 

(2) where the total income exceeds 
Rs. 5,000 but does not exceed 
Rs. 10,000 

(3) where the total income exceeds 
Rs. 10,000 but d< es not exceed 
Rs. 15,000 

(4) where the total income exceeds 
Rs. 15,000 but does not exceed 
Rs. 20,000 


5 per cent, of the total income ; 

Rs 250 plus 10 per cent, of the 
amount by which the total income 
exceeds Rs. 5,000 ; 

Rs. 750 plus 17 per cent, of the 
amount by which the total income 
exceeds Rs. 10,000 ; 

Rs. 1,600 plus 23 per cent, of the 
amount by which the total income 
exceeds Rs. 15,000 ; 
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(5) where the total income exceeds Rs. 2,750 plus 30 per cent, of the 

Rs. 20,000 but does not exceed amount by which the total income 

Rs. 25,000 exceeds Rs. 20,000 : 

(i 6 ) where the total income exceeds Rs. 4,250 plus 40 per cent, of the 

Rs. 25,000 but does not exceed amount by which the total income 

Rs. 30,000 exceeds Rs. 25,000 ; 

(7) where the total income exceeds Rs. 6,250 plus 50 per cent, of the 

Rs. 30,000 but does not exceed amount by which the total income 

Rs. 50,000 exceeds Rs. 30,000 ; 

(8) where the total income exceeds Rs. 16,250 plus 60 per cent, of the 

Rs. 50,000 but does not exceed amount by which the total income 

Rs. 70,000 exceeds Rs. 50.000 ; 

(9) where the total income exceeds Rs. 28,250 plus 65 per cent, of the 

Rs. 70,000 but does not exceed amount by which the total income 

Rs. 1,00,000 exceeds Rs. 70,000 ; 

(10) where the total income exceeds Rs. 47,750 plus 70 per cent, of the 

Rs. 1,00,000 but does not exceed amount by which the total income 

Rs. 2,50,000 exceeds Rs. 1,00,000 ; 

(11) where the total income exceeds Rs. 1,52,750 plus 75 per cen. of the 

Rs. 2,50,000 amount by which the total income 

exceeds Rs. 2,50,000 ; 

Provided that for the purpose of this Paragraph, in the case of a person, 
not being a non-resident individual (male or female) or a Hindu undivided 
family, the income-tax computed at the rates hereinbefore specified shall be 
reduced by — 

(a) Rs. 125 in the case of an unmarried individual (male or female) ; 

(b) Rs. 200 in the case of a married individual (male or female' who 
has no child mainly dependent on him or her or a Hindu undivided 
family which has no minor co-percener ; 

(c) Rs. 220 in the case of a married individual (male or female) who 
has one child mainly dependent on him or her or a Hindu undivided 
family which has one minor co-percener mainly supported from the 
income of such family. 

(d) Rs. 240 in the case of a married individual (male or female) who has 
more than one child mainly dependent on him or her or a Hindu 
undivided family which has more than one minor co-perc :ner mainly 
supported from the income of such family. 

In the case of a married individual (male or female) whose spouse has a 
total income exceeding Rs. 4,000, the amounts of Rs. 200, Rs. 220 and Rs. 240 
should, however, be reduced to Rs. 125, Rs. 145 and Rs. 165 respectively. 

No income tax is payable on a total income which is less than Rs. 4,000. 
To explain, if the total income for the year ended 31st March, 1970 
(Assessment year 1970-71) is Rs. 3,900 Income-tax payable shall be NIL 
although income-tax payable on Rs. 3,900 (2j 5% i.e. Rs. 195 less personal 
allowance of Rs. 125 will be Rs. 70 in the case of an unmarried individual (male 
or female). The limit of Rs. 4,000 is increased to Rs. 7,000 if the assessee 
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is a Hindu undivided family having at least two male members of more than 
18 years old (neither of whom is a lineal descendant of the other). 

In addition, income-tax payable shall not exceed 40% of the amount by 
which the total income exceeds Rs. 4,000 (or Rs. 7,000 as the case may be). 
To explain, if the total income of an unmarried individual (male or female) 
assessee is Rs. 4,050, income-tax payable on Rs. 4,050 @5% i.e. Rs. 202*05 
less personal allowance of Rs. 125 will be Rs. 77*05 but the amount shall be 
restricted to 40% of Rs. 50 i.e. Rs. 20. 

In addi.ion to spouse allowance, and children allowance, dependent 
parents and gra d-parents (havi .g annual income of less than Rs. 1,000) 
allowance shall be allowed at the rate of Rs 20 if the total income of the 
individual (male or female) is less than Rs. 10,000. To explain, if the total 
incdme of the individual (male or female) is less than Rs. 10,000 then in 
calculating the amount of income-tax the following amounts shall be deducted — 

(a) Rs. 125 plus Rs. 20 i.e. Rs. 145 for an unmarried individual (male or 
female) having dependent parents. 

(b) Rs. 200 plus Rs. 20 i.e Rs. 220 for a married individual (male or 
female) having dependent parents. 

(c) Rs. 220 plus Rs. 20 i.e. Rs. 240 for a married individual (male or 
female) having one dependent child in addition to dependent parents. 

(d) Rs. 240 plus Rs. 20 i.e. Rs. 260 for a married individual ( male or 
female) having more than one dependent child in addition to 
dependent parents. 

In the case of a married individual (male or female) whose spouse has a 
total income exceeding Rs. 4,000, the amounts of Rs. 220, Rs. 240 and Rs. 260 
iftould however, be reduced to Rs. 145, Rs. 165 and Rs. 185 respectively. 

Surcharge on income-tax 

The amount of income-tax calculated after adjustment of personal 
allowance, spouse allowance, children allowance and parents allowance 
(where applicable) shall be increased by a surcharge at the rate of 10% of 
such income-tax. It has been explained in the illustrations. 


Paragraph “fl” 

In the case of every association of persons being a Co-operative Society 
as defined in clause (19) of Section 2 of the Income-tax Act. | 


Rates of Income-tax 


Assessment 

(1) where the total income does 
not exceed Rs. 5,000 

(2) where the total income exceeds 
Rs. 5,000 but does not exceed 
Rs. .0,000 

where the total income exceeds 
Rs. 10,000 but does not exceed 
Rs. 15,000 

1—24 


Year 1969-70 

5 per cent of the total income ; 

Rs. 250 plus 10 per cent of the 
amount by which the total income 
exceeds Rs. 5,000 ; 

Rs. 750 plus 15 per cent of the 
amount by which the total Income 
exceeds Rs. 10,000 ; 


( 3 ) 
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(4) whfere the total Income exceeds 
Rs. 15,000 hot does not exceed 
Rs. 20,000 

(5) where the total income exceeds 
Rs. 20,000 bat does not exceed 
Rs. 25,000 

(4) where the total income exceeds 
Rs. 25,000 


Rs. 1,500 pins 20 per cent of the 
amount by which the total income 
exceeds Rs. 15,000 ; 

Rs. 2,500 plus 25 per cent of the 
amount by which the total income 
exceeds Rs. 20,000 ; 

R«. 3,750 plus 41 per cent of the 
amount by which the total income 
exceeds Rs. 25,000. 


No income-tax is payable on a total income which is less than Rs, 4,000. 
In addition, income-tax payable shall not exceed 40% of the amount by which 
the total income exceeds Rs 4.000. 


Surcharge on income-tax 

The amount of income-tax computed at the rates hereinbefore specified shall 
be increased by a surcharge for purposes of the Union calculated at the rate of 
ten per cent of such income-tax. 


Assessment year 1970-71 


(1) where the total income does 
not exceed Rs. 10,000 

(2) where the total income exceeds 
Rs. 10,000 but does not exceed 
Rs. 20,000 

(3) where the total income exceeds 
Rs. 20,000 


1 5 per cent of the total income ; 

Rs. 1,500 plus 25 per cent of the 
amount by which the total income 
exceeds Rs. 10,000 ; 

Rs. 4,000 plus 40 cent of the 
amount by which the total income 
exceeds Rs. 20,000. 


Surcharge on Income-tax 

The amount of income-tax computed at the rates hereinbefore specified 
shall be increased by a surcharge for purposes of the Union calculated at the 
rate of ten per cent of such income-tax. 

Paragraph “C” 

In the case of every Local Authority : 

Rate of Income-tax 
Assessment year 1969-70 and 1970-71 

On the whole of the total income — 50 per cent. 

Surcharge on income-tax 

The amount of income-tax computed at the rate hereinbefore specified shall 
be increased by a surcharge for purposes of the Union calculated at the rate of 
ten per cent of such income-tax. ' 
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Paragraph M D” 

In the case of every Registered firm : 


Rates of Income-tax 


Assessment year 1969-70 


(1) . 

Where the total income does not 
exceed Rs. 25,000. 

Nil 

(2) 

Where the total income 
Rs. 25,000 but does not 
Rs. 50,000 ; 

exceeds 

exceed 

6 per cent of the amount by which 
the total income exceeds Rs. 25,000 ; 

<3) 

Where the total income 
Rs. 50,000 but does not 
Rs. 1,00.000. 

exceeds 

exceed 

Rs. 1,500 plus 12 per cent of the amount 
by which the total income exceeds 
Rs. 50,000 ; 

(4) 

Whc.\ <.!>>. total income exceeds 
Rs. 1,00,000. 

Rs. 7,500 plus 20 per cent of the 
amount by which the total income 


exceeds Rs. 1,00,000. 


Surcharges on Income-tax 

The amount of income-tax computed at the rates hereinbefore specified 
shall be increased by the aggregate of surcharges for purposes of the Union 
calculated as specified hereunder — 

(d) in the case of a registered firm whose total income includes income 
derived from a profession carried on by it and the income so included 
is not less than fifty-one per cent, of such total income, a surcharge 
calculated at the rate of ten per cent of the amount of income-tax 
computed at the rates hereinbefore specified ; 

(A) in the case of any other registered firm, a surcharge calculated at the 
rate of twenty per cent of the amount of income-tax computed at the 
rates hereinbefore specified ; and 

(c) a special surcharge calculated at the rate of ten per cent of the aggre- 
gate of the following amounts, namely — 

(i) the amount of income-tax computed at the rates hereinbefore speci- 
fied ; and 

(ii) the amount of the surcharge calculated in accordance with clause 
(a), or, as the case may be, clause (b) of this sub-paragraph. 


Assessment year 1970-71 

(1 ) where the total income does not Nil 

exceed Rs. 10,000. 

(2) where the total income exceeds 4 per cent of the amount by which 
Rs. 10,000 but does not exceed the total income exceeds Rs. 10.0Q0 ; 
Rs. 25,000. 
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(3) where the total income exceeds Rs. 600 plus 6 per cent, of the 

Rs. 25,000 but does not exceed amount by which the total income 

Rs. 50,000. exceeds Rs. 25,000 ; 

(4) where the total income exceeds Rs. 2,100 plus 12 per cent, of the 

Rs. 50,000 but does not exceed amount by which the total income 

Rs. 1,00,000. exceeds Rs. 50,000 ; 

(5) where the total income exceeds Rs. 8,100 plus 20 per cent, of the 

Rs. 1,00,000. amount by which the total income 

exceeds Rs. 1,00,000. 

Surcharges on Income-tax 

The amount of income-tax at the rates hereinbefore specified shall be 
increased by the aggregate of surcharges for purposes of the Union calculated 
as specified hereunder — 

(а) in the case of a iegistered firm whose total income includes income 
derived from a profession carried on by it and the income so included 
is not less than fifty-one per cent, of such total income, a surcharge 
calculated at the rate of ten per cent of the amount of income-tax 
computed at the rates hereinbefore specified ; 

(б) in the case of any other registered firm, a surcharge calculated at 
the rate of twenty per cent of the amount of income tax computed at 
the rates hereinbefore specified ; and 

(c) a special surcharge calculated at the rate of ten per cent of the 
aggregate of the following amounts, namely— 

(i) the amount of income-tax computed at the rates hereinbefore 
specified ; and 

(ii) the amount of the surcharge calculated in accordance with clause 
(a) or, as the case may be, clause (b) of this sub-paragraph. 


Paragraph “E” 

In the case of the Life Insurance Corporation of India established under 
the Life Insurance Corporation Act, 1956 : 

Assessment years 1969-70 and 1970-71 

(1) on that part of its total income 52 5 per cent, 
which consists of profits and 

gains from life insurance busi- 
ness. 

(2) on the balance, if any, of the The rate of inoome-tax applicable 

total income. in accordance with Paragraph F of 

this part, to the total income of a * 
domestic Company which is a com- 
pany in which the public are subs- 
tantially interested. 

Paragraph “F M 

In the case of a Company/ other than the Life Insurance Corporation 
of India established under the Life Insurance Corporation Act, 1956— 
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Assessment years 1969*70 and 1970-71 

I. In the case of a domestic company : 

(1 ) Where the company is a company 
in which the public are subs- 
tantially interested,— 

(i) in the case where the total 45 per cent of the total income, 
income does not exceed 

Rs. 50,000. 

(ii) in the case where the total 55 per cent of the total income, 
income exceeds Rs. 55,000. 

(2) Where the company is not a 
company in which the public 
are substantially interested, — 

(i) in the case of an industrial 

<\i«r>nany 

(a) on so much of the total 55 per cent, 
income as does not exceed 

Rs. 10,00,000. 

( b ) on the balance, if any, of 60 per cent, 
the total Income. 

(ii) in any other case 65 per cent, of the total income : 

Provided that the income-tax payable by a domestic company, being 
a company in which the public are substantially interested, the total income 
of which exceeds Rs. 50,000 shall not exceed the aggregate of— 

(a) the income-tax which would have been payable by the company if its 
total income had been Rs. 50,000 (the income of Rs. 50,000 for this purpose 
being computed as if such income included from various sources in the same 
proportion as the total income of the company) ; and 

(b) 80 per cent of the amount by which the total income exceeds 
Rs. 50,000. 

II. In the case of a company other than a domestic company : 

(i) on so much of the total income 
as consist of 

(a) royalties received from an Indian 
concern in pursuance of an 
agreement made by it with the 
Indian concern after the 31st 
day of March, 1961, or 

(b) fees for rendering technical ser- 
vices received from an Indian 
concern in pursuance of an agree- 
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meat made by it with the Indian 
concern after the 29th day of 
February 1964, 

and where such agreement has. 
in either case, been approved 
by the Central Government 50 per cent. 

(ii) on the balance, if any, of the 70 per cent, 
total income. 


Illustration 32. 

Sri Mohini Mohan Mukherjee (Bachelor), a Resident and Ordinary 
Resident in the accounting year, had the following sources of income during 
the year ended 31st March, 1970. Calculate the amount of tax payable 
by him. 

Professional Income Rs. 10,000 

Income from House properties 6,000 

Interest of Fixed Deposit and Current A/c 2,000 


Total Income Rs. 18,000 


Life Insurance Premium paid Rs. 4,000 — Capital value being Rs. 50,000 
(without profits). 


Accounting year 1. 4. 69 to 31. 3. 70 — Assessment year 1970-71 


Gross Total Income from all 
Less: 60% of Life Insurance 

sources 

premium of 

Rs. 4,000 

Rs. 

18,000 

2.400 

Total Income 




Rs. 

15,600 

Income-tax payable 

Rs 15,000 

600 % 

23% 

Rs. 

1,600 

138 



Less Personal allowance 


Rs 

1,738 

125 

Rs. 

1,613 

Special surcharge payable 






10% of Rs. 1,613 (Rounded off) 




161 

Total amount payable 




Rs. 

1,774 
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Illustration 33. 

Mr. N. Nicholson (married, no child), a non-Resident in the accounting 
\car had the following sources of income during the year ended 31st March, 1970. 
Calculate the amount of tax payable or refundable. 


Amount of income Tax deducted 


Interest on securities 

Rupee dividends 

Interest on fixed deposit and current A/c. 

Rs. 6,000 

4.000 

2.000 

Rs. 

1,320 

880 

440 

Total Indian Income 

Foreign income 

Rs. 12,000 
18,000 

Rs. 

2,640 

Total World Income 

Rs. eO.OOO 

Rs. 

2,640 


ANSWER 


Atcouuii.’.i; year 1. 4. 69 to 31. 3. 70— Assessment year 1970-71 
Income-tax payable 


Rs. 10,00o 

2.0C0 @17% 

Rs. 750 

340 

Rs. 1,090 



Special Surcharge @ 10% of 

Rs. 1,090 

109 

Rs. 

1,199 

Tax deducted at source 

Less : Tax payable 



Rs. 

2,640 

1,199 

Refundable by the Revenue Authorities 


Rs. 

1,441 


Illustration 34. 

From the following return of income of Sri Tarak Nath Chongdar (married, 
dependent child more than one), determine his liablity to tax for the Assessment 
year 1970-71. 

Return of Income 


Amount of I/Tax 

Income deducted 

Salaries Rs. 24,000 Rs. 4,345 

Interest on securities 6,000 1,320 

Income from House properties 20,000 — 

Rupee Dividends 10,000 2,200 


Rs. 60,000 Rs. 7,865 


Life Insurance premium paid Rs. 10,000 capital value being Rs. 1,50,000 

(without profits). 
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ANSWER 


Accounting year 1. 4. 69 to 31. 3. 70 — Assessment year 1970-71 


Gross Total Income from all sources 



Rs. 

60,000 

Less : Life Insurance premium 

60 % of Rs 5,000 

50% of 5,000 

Rs. 3,000 

2,500 


5,500 

Total Income 



Rs. 

54,500 

Income-tax payable 

Rs. 50,000 

4,503 @60% 

Rs. 

16,250 

2,700 



Less : Family Allowance 

Rs. 

18,950 

240 

Rs. 

18,710 

Special Surcharge payable 

10% of Rs. 18,710 

Less . Income-tax deducted 



Rs“ 

1,871 

TOT 

7,865 

Net amount payable 



Rs 

12,716 


Illustration 35. 


Mr. P. E < Price (married, no child) of 1, Broad Street, Calcutta, a Resident 
and Ordinarily Resident in the accounting year, submitted his return of income 
as below. He paid Life Insurance premium of Rs. 8,000 — Capital value being 
Rs. 1,00,000 (.without profits). Calculate the amount of tax payable by him for 
the Assessment year 1970-71. 


Retain of Income 

Amount ot 
income 


Interest on securities 
Income from House properties 
Rupee Dividends (Gross) 
Foreign Dividends (Gross) 
not brought into India 


Rs 14,000 
36.000 
20,000 

30,000 


Income-tax & 
surcharge paid 
Rs. 3,080 

4,400 


Total Income Rs. 1,00,000 


Rs. 7,480 


ANSWER 


Accounting year 1. 4. 69 to 31. 3. 70 -Assessment year 1970-71. 

Gross Total Income from all sources Rs. 1,00,000 

Less: Life Insurance premium 

60% of Rs. 5,000 Rs. 3,000 

50% of Rs, 3,000 1,500 4,500 


Total Income 


Rs. 95,500 
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Income-tax payable 

Rs. 70,000 Rs. 28,250 

25,500 @65% 16.575 

Rs. 44,825 


Less: Marriage Allowance 200 

Rs. 

44,625 

Special surcharge payable 

10%ofRs. 44,625 (Rounded off) 


4,463 

Less : Income-tax and Surcharge on 

Income-tax paid at source 

Rs. 

49,088 

7,480 

Net amount payable 

Rs. 

41,608 


Illostration 36 


From the -oUnwing return of income of Dr. Debjibon Dafadar (married, 
no child), determine his liability to tax for the Assessment year 1970-71 . 


Return of Income 



Amount of 

Tax deducted 


income 

at source 

Professional income 

Rs. 40,000 


Interest on securities 

6,000 

1,320 

Rupee Dividends 

4,000 

880 


Rs. 50,000 

Rs. 2,200 


Life Insurance premium paid Rs. 8,000— Capital value being Rs. 1,00,000 
(without profits). Donation to approved institutions paid Rs. 5,000. 

ANSWER 


Accounting year 1.4.69 to 31.3.70— Assessment year— 1970-71. 

Gross Total Income from all sources Rs. 50,000 

Less : Life Insurance premium 

60% of Rs. 5,000 Rs. 3,000 

50% of 3,000 1,500 4,500 



Rs. 45,500 

Less : Donation of Rs. 5,000 limited to 


10% of Rs. 45,500 i.e., Rs. 4,550 

55 % of Rs. 4,550 (Rounded off) 

2,500 

Total Income 

Rs. 43,000 


1—25 
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Income-tax payable 


Rs. 30,000 

13,000 @50% 

Rs. 6,250 

6,500 



Less : Marriage Allowance 

Rs. 12,750 

200 

Rs. 

12,550 

Special surcharge payable 

10% of Rs. 12,550 



1,255 

Less : Tax deducted at source 


Rs. 

13,805 

2,200 

Net amount payable 


Rs. 

11,605 


Illustration 37 


Private income of the partners of Illustration 5— Debabrata Rs. 16,800 
from professional fees. Dhananjoy Rs. 31,200 from cloth business. Durgadas 
sustained a loss of Rs. 5,600 in grain trade. Calculate the amount of tax 
payable by the firm and its partners if it is a registered one as also if it is 
an unregistered one. All the partners are married. 

ANSWER 

(1) If the firm is registered the amount of tax payable by the firm 
and its partners will be as follows : 

Total Income of the firm Rs. 40,000 


Income-tax payable on total income of Rs. 40,000 
at the rates ruling in the Assessment year 1970-71. 

Rs. 25,000 Rs 600 

15,000 id. 6% 900 Rs. 1,500 


Surcharge on income-tax payable on Rs. 40,000 
at the rate ruling in the Assessment year 1970-71. 

20% of Rs. 1,500 300 


Special surcharge payable for the Assessment year 1970-71. 
10% of Rs. 1,800 

Rs. 

1,800 

180 

Total amount payable by the firm 

Allocation to partners : 

Rs. 

1,980 

Debabrata I^j^OO 0 f jogo 

40,000 

Rs. 

900 

13,800 , 

Dhananjoy ^ ^ of 1,980 


684 

Dur * adM S of ‘•* 80 


396 


As. 

ijSo 
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Debabrata: Share of the Firm Rs. 18,200 

Less i Income-tax paid by the Firm 900 

Private Income 

Total Income 


195 

Rs. 17,300 
16,800 
Rs. 34,100 


Income-tax payable on Rs. 34,100 at the rates 


ruling in the Assessment year 1970-71. 

Rs. 30000 

4, ICO @ 50% 

Less : Marriage Allowance 


Rs. 6,250 
2,050 


Rs. 8,300 

200 Rs. 8,100 


Special surcharge payable for the assessment year 1970-71. 


10% of Rs. 8,100 




810 

Total amount payable by Debabrata 



Rs. 

8,910 

Dhananjay : Share of the Firm 

Less i Income-tax paid by me 
Firm 

Rs. 

13,800 

684 

Rs. 

13,116 

Private Income 




31,200 

Total Income (Rounded off) 



Rs. 

44,320 

Income-tax payable on Rs. 44,320 at the rates 
ruling in the Assessment year 1970-71. 



Rs. 30,000 

14,320 @ 50% 

Rs. 

6.250 

7,160 



Less : Marriage Allowance 

Rs. 

13,410 

200 

Rs. 

13,210 


Special surcharge payable for the Assessment year 1970-71 

10% of Rs. 13,210 1 » 3 - 1 

Total amount payable by Dhanaqjay Rs. 14,531 
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Dorgadas : Share of the firm Rs. 8,000 Rs. 7,604 

Less : Income tax paid by the Firm Rs. 396 ( 

Loss in grain trade 5,600 

Total Income (Rounded off) Rs. 2,000 


As the total income is less than the minimum taxable figure of 
Rs. 4,000, Durgadas will not be liable to pay any tax. 

(2) If the firm is unregistered the amount of tax payable by the firm 
and its partners will be as follows : 

Total Income of the firm Rs. 40,000 


Income-tax payable on Rs. 40,000 at the rates 
ruling in the Assessment year 1970-71. 


Rs. 33,000 

10.000 (a 50% 

Rs. 6.250 
5,000 

Rs. 

11.250 

Special surcharge payable for the Assessment year 1970-71. 


10% of Rs. 11,250 



1,125 

Total amount payable by the firm 


Rs. 

12,375 

Debabrata : Share of the firm 

Private Income 


Rs. 

18,200 

16,800 

Total Income 


Rs. 

35,000 

Income-tax payable 




Rs. 30,000 

5,000 @ 50% 

Rs. 6,250 
2,500 



Less : Marriage Allowance 

Rs. 8,750 

200 

Rs. 

8,550 


Less : Rebate on share of the firm in respect of 
which income-tax it payable by the firm. 


Rs. 8,550X18,200 

4,496 

35,000 

Carried over 

Rs. 4,054 
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Brought Forward 



Rs. 

4,054 

Special surcharge payable 

10 % of Rs. 4,054 (Rounded off) 




405 

Total amount payable by Debabrata 



Rs. 

4,459 

Dhananjoy : Share of the firm 

Private Income 



Rs. 

13,800 

31,200 

Total Income 



Rs. 

45.000 

Income-tax payable 





Rs. 30,000 

15.000 (a 50% 

Rs. 

6,250 

7,500 



Less : Marriage Allowance 

Rs. 

13,750 

200 

Rs. 

13,550 

Less : Kebate on share of the firm in respect of 
which income-tax is payable by the firm. 

Rs. 13,550x13,800 

45.000 


4,155 




Rs. 

9,395 

Special surcharge payable 





10% of Rs. 9.395 (Rounded off) 




940 

Total amount payable by Dhananjoy 



Rs. 

10,335 

Durgadas : Share of the firm 

Loss in grain trade 



Rs. 

8,000 

5,600 

Total Income 



Rs. 

2,400 


Tax payable by Durgadas will be NIL as his total income is less 
than the taxable figure of Rs 4.000. He will be further entitled to cany 
forward the loss in grain trade to the succeeding year. 

Illustration 38 

The private income of the partners of Illustration 6 was as follows — 
A mar Rs. 4,000, Bagala Rs. 6,000 and Chandi Rs. 20,000. Calculate the 
amount of tax payable by the firm and its partners if it is a registered one 
as also if it is an unregistered one. All the partners are married. 
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ANSWER 

(1) If the firm is registered the amount of tax payable by the firm and 
its partners will be as follows : 


Total Income of firm 


Rs. 7,500 

Income-tax payable on total income of Rs. 7,500 
at the rates rating in the Assessment year 1970-71. 


NIL 

Surcharge on income-tax payable on Rs. 7,500 
at the rates in the Assessment year 1970-71. 


NIL 

Special surcharge payable for the Assessment year 1970-71. 

NIL 

Total amount payable by the firm 


NIL 

Amar : Share of the firm 


Rs. 5,400 

Private Income 


4,000 

Total Income 


Rs. 9,400 

Income-tax payable on Rs. 9,400 at the rates ruling 
in the Assessment year 1970-71. 



Rs. 5,000 Rs. 

4.400 @ 10% 

250 

440 


Rs. 

690 


Less : Marriage Allowance 

200 

Rs. 490 

Special surcharge payable for the Assessment year 1970-71 
10% of Rs. 490 

49 

Total amount payable by Amar 


Rs. 539 

Bagala : Share of the firm 

Private Income 


Rs. 4,900 
6,000 

Total Income 


Rs. 10,900 


Income-Lx payable on Rs. 10,900 at the rates ratine 
in the Assessment year 1970*71. 


Rs. 10,000 

900 @ 17% 

Rs. 

750 

I S3 

Less : Marriage Allowance 

* 

Rs. 

903 

200 

Carried over 

Rs. 

703 
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Brought Forward 

Rs. 

703 

Special surcharge payable for the Assessment year 1970-71. 



10% of Rs. 703 (Rounded off) 


70 

Total amount payable by Bagala 

Rs. 

773 

Chandi : Share of the firm (Loss) 

Private Income 

Rs. 

2,800 

20,000 

Total Income 

Rs. 

17,200 


Income-tax payable on Rs. 17,200 at the rates ruling 
in the Assessment year 1970-71. 

Rs. 15,000 Rs. 1,600 

2,200 @ 23% 506 

Rs. 2,106 

Less : Marriage Allowance 200 Rs. 1,906 

Special surcharge payable for the Assessment year 1970-71. 

10% of Rs. 1,906 (Rounded off) 191 

Total amount payable by Chandi Rs. 2,097 

(2) If the firm is unregistered, the amount of tax payable by the firm 
and its partners will be as follows . 

Total Income of the firm Rs. 7,500 

Income-tax payable on Rs. 7,500 at the rates ruling 
in the Assessment year 1970-71. 

Rs. 5,000 Rs. 250 

2,500 @ 10% 250 Rs. 500 

Special surcharge payable for the Assessment year 1970-71. 

10% of Rs. 500 50 


Total amount payable by the firm 

Rs. 550 

Amur : Share of the firm 

Rs. 5,400 

Private Income 

4,000 


Total Income 


Rs. 9,400 
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Income-tax payable on Rs. 9,400 at the rates ruling 
in the Assessment year 1970*71. 


Rs. 5,000 Rs. 250 

4,400 (ft 10% 440 

Rs. 690 

Less : Marriage Allowance 200 

Rs. 

490 

Less : Rebate on share of the firm in respect of 
which income-tax is payable by the firm 

Rs. 490 x 5,400 


281 

9,400 

Rs. 

209 

Special surcharge payable for the Assessment year 1970-71. 

10 % of Rs. 209 (Rounded off) 


21 

Total amount payable by Amar 

Rs 

230 

Bagala : Share of the firm 

Rs. 

4,900 

Private Income 


6,000 

Total Income 

Rs. 

10,900 


Income-tax payable on Rs. 10.900 at the rates ruling 
in the Assessment year 1970*71. 

Rs. 10,000 Rs. 750 

900 fa) 17% 153 


Rs. 903 

Less : Marriage Allowance 200 Rs. 703 


Less : Rebate on Share of firm in respect of 
which income-tax is payable by the firm. 

Rs. 703 x 4,900 316 


10,900 

Special surcharge payable for the Assessment year 1970-71. 

10% of Rs. 387 (Rounded off) 

Total amount payable by Bagala 

Chandi : Share of the firm (Loss) 

Private Income 


Rs. 

387 


39 

rT" 

426 

Rs. 

2,800 


20,000 

Ru 

17,200 


Total Income 
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Income-tax payable on Rs. 17,200 at tbe rates 
ruling in the Assessment year 1970-71. 


Rs. 15,000 

2,200 <g 23% 


Less : Marriage Allowance 

income-tax payable on Private Income 
Rs. 1,906 x 20,000 


Rs. 1,600 
506 

Rs. 2,106 
200 


Rs. 1,906 


Rs. 2,216 


17,200 


Special surcharge payable for the Assessment year 1970-71. 

10% of Rs. 2,216 (Rounded off) 

Total amount payable by Chandi 


222 


Rs. 2,438 


Illustration 39. 

Private income of partners of Illustration 7— Diptish Rs. 12,000 from 
Professional fees, F itick Rs. 1,000 from a Stationery shop and Hemanta 
Rs. 10,500 from Hardware business. C Iculate the amount of tax payable by 
the firm and its partners if it is a registered one and also if it is an unregistered 
one. All the partners are married. 


ANSWER 

(1) If the firm is registered, the amount of tax payable by the partners 
will be as follows : 


Diptish : Share of the firm 

Rs. 

4,000 Loss 

Private Income 


12,000 

Total Income 

Rs. 

8,000 


Income-tax payable on Rs. 8,000 at the rates 
ruling in tbe Assessment year 1970-71. 


Rs. 5,000 

Rs. 

250 

3,000 @ 10% 


300 


Rs. 

550 

Less : Marriage allowance 


200 

Carried over 

Rs. 

350 


1-26 



i02 INCOME-TAX LAW AND PRACTICE IN INDIA [Chap. XVI 


Brought Forward 

Rs. 

350 

Special surcharge payable for the Assessment > ear 1970-71. 

10% of Rs. 350 


35 

Total amount payable by Diptish 

Rs. 

385 

Fatick : Share of the firm 

Private Income 

Rs. 

1,500 Loss 
1,000 

Total Income 

Rs 

500 Loss 


Fatick will be allowed to carry foi ward this loss of Rs. 500 for adjustment 
against this income from the firm in subsequent years. 


Hemanta : Share of the firm 
Private Income 


Rs. 1 ,000 Loss 
10,500 


Total Income 


Rs. 9,500 


Income-tax payable on Rs. 9.500 at the rates 
ruling in the Assessment year 1970-71 


Rs. 

5,000 

Rs. 

250 


4,500 .i 10% 


450 



Rs. 

700 

Less 

: Marriage allowance 


200 Rs. 500 


Special surcharge payable for the Assessment year 1970-71. 

10% of Rs. 500 50 

Total amount payable by Hemanta Rs. 550 


(2) If the firm is unregistered, the amount of income-tax payable by the 
firm will be NIL and it will be allowed to carry forward the amount of loss 
ofRs. 6,500 for adjusment against its income of the subsequent years. The 
partners will not be allowed to apportion this amongst themselves for setting 
off against their private income. The proportionate amount of loss will, 
however, be included in the computation of their income for the purpose of 
determining the average rate of tax applicable on their private income. 


Tax payable by Diptish on Rs. 12,000 will be calculated as follows! 


12,000 xRs. 385 (Rounded off) 

8,000 


Rs. 576 


Tax payable by Fatick on Rs. 1,000 will be NIL 
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Tax payable by Hemanta on Rs. 10,500 will be calculated as follows : 
10,500xRs. 550 (Rounded off) 


Rs. 608 

9,500 


Illustration 40. 

Private income of the partners of Illustration 8— Indu Rs. 22.000, Jiban 
Rs. 14,000, Kali — NIL. Calculate the amount of tax payable by the partners 
if the firm is registered. All the partners arc unmarried. 

ANSWER 

If the firm is registered, the amount of tax payable by the firm and its 
partners will be as follows : 

Total Income of the firm Rs. 35,000 

Incoc livable on total income of Rs. 35,000 
at the rates ruling in the Assessment year 1970-71. 

Rs. 25,000 Rs 600 

’0,000 (a 6% 600 Rs 1.200 


Surcharge on income-tax payable on Rs. 35,000 
at the rate ruling in the Assessment year 1970-71. 

20% of Rs. 1.200 240 

Rs. 1,440 

Special surcharge payable for the Assessment year 1970-71. 

10% ot Rs. 1.440 144 


Total amount payable by the firm 

Allocation to partners : 

19,000 
Indu 


Rs. 1,584 


Jiban 


Kali 


35.000 

11.000 

35.000 
5,000 

35.000 


of Rs. 

1,584 

Rs. 

860 

of 

1,584 


498 

of 

1,584 


226 


Rs. 1,584 


Iadu : 


Share of the firm Rs. 19,000 

Less : Income-tax paid by the firm 860 Rs. 18.140 


Private Income 
Total Income 


22,000 
Rs. 46,146 
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Income-tax payable on Rs. 40,140 at the rates ruling 
in the Assessment year 1970-71. 

Rs. 30,000 Rs. 6,250 


10,140 <® 50 % 


5,070 



Less : Personal allowance 

Rs. 

11,320 

125 

Rs. 

11,195 

Special surcharge parable for the Assessment year 1970-71. 

10%ofRs. 11.195 (Rounded off) 


1,120 

Total amount payable by Indu 



Rs. 

12,315 

Jihan : Share of the firm 

Rs 

11,000 



Less : Income-tax paid by the firm 


498 

Rs, 

10,502 

Privat. Income 




14,000 

Total in ome (Rounded off) 



Rs. 

24,500 

Income-tax payable on Rs. 24,500 at the rates ruling 
in the Assessment year 1970-71 



Rs 20,000 

4,500 <s 30% 

Rs. 

2,750 

1,350 



Less : Personal allowance 

Rs. 

4,100 

125 

Rs. 

3,975 

Special surcharge payable for the Assessment year 1970-71. 

10% of Rs. 3,975 (Rounded off) 


398 

Total amount payable by Jiban 



Rs. 

4,373 

Kali : Share o f the firm 

Less : Income-tax paid by the firm 

Rs. 

5.000 

226 

Rs. 

4,774 

Private Income 




NIL 

Total Income (Rounded off) 



Rs 

4,770 

Income-tax payable on Rs. 4,770 at the rates ruling 
in the Assessment year 1970-71. 




Rs. 4,770 ( 3 ), 5% 

Less : Personal Allowance 

Rs. 

238 

125 

Rs. 

113 

Special surcharge payable for the Assessment year 1970-71. 
10% of Ra. 113 (Rounded off) 


11 

Total amount payable by Kali 



Rs. 

124 
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Illustration 41. 

Private income of the partners of Illustration 9 — Lakshmi Rs. 28,000 
from doth business, Manick Rs. 15, COO from wine business and Narayan 
Rs. 40,000 from professional fees. Determine whether it is advantageous for 
the Revenue Authorities to assess the firm as registered or unregistered. All 
the partners are married. 


ANSWER 

(1) If the firm is registered, the amount of tax payable by the firm and 
its partners will be as follows : 

Total Income of the firm Rs. 45,000 


Income-tax payable on tolal income of Rs. 45,000 
at the rates ruling in the Assessment year 1970-71. 

Rs. 25,000 Rs. 

20,000 <d 6 % 


600 

1.200 


R>. 1,800 


Surcharge on income-tax payable on Rs 45.000 
at the rate ruling in the Assessment year 1970 71 

20% of Rs. 1,800 

Rs. 2,160 

Special surcharge payable for the Assessment year 1970-71 

10% of Rs. 2,160 

Total amount payable by the firm R s - ^,376 


Allocation to partners : 


13,000 


Lakshmi 

of Rs. 2,376 

45,000 


12,000 


Manik 

of 2.376 

45,000 


20,000 


Narayan 

of 2 376 


45,000 


Rs. 687 

633 

%056 
Rs. 2,376 


Lakshmi : Share of the firm R' 13,000 

Less : Income-tax paid by the firm 687 


Rs. 12,313 


Private Income 


28,000 


Total Income (Rounded off) 

Income-tax payable on Rs. 40,310 at tbe rates 
ruling in the Aaaessment year 1970-71. 


Rs. 30,000 

Rs. 

6,250 

10,310 @ 50% 


5.155 


Rs. 

11,405 

Less : Marriage Allowance 


200 

Carried over 

Rs. 

11,205 


Rs. 40 310 
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Special surcharge payable for the Assessment year 1970-71. 

10% of Rs. 11,205 (Rounded off) 

Total amount payable by Lakshmi 

Maoik : Share of the firm Rs. 1 2,000 

Less : Income-tax paid by the firm 633 

Private Income 

Total Income (Rounded off) 


Income-tax payable on Rs. 26,370 at the rates ruling 
in the Assessment year 1970-71 


Rs. 25,000 

1 370 a 40% 


Rs 4,250 
548 


Less : Marriage Allowance 


Rs 4,798 

200 


Special surcharge payable for (he Assessment year 1970-71. 
10%ofRs 4,598 (Rounded off) 

Total amount payable by Manick 

Narayan : Share of the firm Rs. 20,000 

Less : Income-tax paid by the firm 1,056 

Private Income 


Total Income (Rounded off) 


Income-tax payable on Rs. 
in the Assessment year 1970-71. 

Rs. 50,000 

8,940 'a 60% 


58,940 at the rates ruling 

Rs 16,250 
5,364 


Less : Marriage Allowance 


Rs. 21,614 
200 


Special surcharge payable for the Assessment year 1970-71. 
10% of Rs. 21,414 (Rounded off) 

Total amount payable by Narayan 

Total Amount payable by the firm 

” Lakshmi 

” ” ” ” Manick 

” ” ” " Narayan 

Total amount payable 


(Chap. XVI 
Rs. 11,205 

1,121 

Rs. 12,326 

Rs. 11,367 
15,000 
Rs. 26,370 


Rs 4,598 

460 

Rs 5,058 

Rs. 18,944 
40 000 
Rs 58,940 


Rs. 21,414 

2,141 

Rs. 23,555 

Rs. 2,376 
12,326 
5,058 
23,555 

Rs. 43,315 
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(2) If the firm is unregistered, the amount of tax payable by the firm and 
its partners will be as follows : 

Total Income of the firm Rs. 45,000 


Income-tax payable on Rs. 45,000 at ;he rates ruling 
in the Assessment year 1970-71. 

Rs. 30.000 Rs. 6.250 


15,000 .a 50% 7,500 

Rs. 

13,750 

Special surcharge payable for the Assessment year 1 *>70-71. 
10% of Rs. 13,750 


1,375 

7 »nl amount payable by the firm 

Rs. 

15,125 

Lakshmi : Share of the firm 

Private Income 

Rs. 

13.000 

28.000 

Total Income 

Rs. 

41,000 


Income-tax payable on Rs. 41,000 -* the rates ruling 
in the Assessment year 1970-71. 


Rs. 30.000 

11,000 hi 50",, 

Rs. 6.250 

5.500 


Less : Marriage Allowance 

Rs. 11.750 

200 

Rs. 11,550 

Less t Rebate on Share of the firm in xespect of 
which income-tax is payable by the firm. 


Rs. 11. 550x13.(00 


3,662 


4 .000 

Rs. 7,888 


789 


Special surcharge payable for the Assessment year 1970-71. 
10% of Rs. 7,888 (Rounded off) 

Total amount payable by Lakshmi 


Rs. 8,677 
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Munich : Share of the firm 
Private Income 

Total Income 


Income-tax payable on Rs. 27,000 at the rates ruling 
in the Assessment year 1970-71. 

Rs. 25.000 Rs. 4,250 

2,000 (</' 40% 800 


Rs. 5.050 

Less : Marriage A’lowance 200 


Less : Rebate on share of the firm in respect of 
which income-tax is payable ty the firm. 

Rs. 4.850 x 12,000 


27.000 


(Chap. XVI 

*»• 12,000 

15,00 0 

R». 27,000 


Rs. 4,850 


2,155 


Special surcharge payable for the Assessment year 1970-71. 

10% of Rs. 2,695 (Rounded off) 

Total amount payable by Mamck 

Narayan : Share of the firm 
Private Income 

Total Income 


Rs. 2,695 


270 

Rs. 2,965 

Rs. 20.000 
40,000 

Rs. 60,000 


income-tax payable on Rs. 60,000 at the rates ruling 
the Assessment year 1970-71. 8 


Rs. 50,000 

10.000 @ 60% 

Less : Marriage Allowance 


Rs. 16,250 

6,000 


Rs. 22,250 
200 


Rs. 22,050 


^ e . s ? Rebate on share of the firm in respect of 
which income-tax is payable by the firm. 

Rs. 22,050 x20,000 

60,000 


Carried over 


Rs. 14,700 
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Brought Forward 

Rs. 

14,700 

Special surcharge payable for the Assessment year 1970-71. 
10% of Rs. 14,700 


1,470 

Total amount payable by Narayan 

Rs. 

16,170 

Total amount payable by the firm 
.> „ „ „ Lakshmi 

,, „ „ „ Manick 

,, ,, ,, ,, Narayan 

Rs. 

15,125 

8,677 

2,965 

16,170 

Total amount payable 

Rs. 

42,937 


The firm will be assessed as a “registered firm” as the amount of tax payable 
in that case will be higher. 


Illustration 42 

From the following return of income of Sri Lalmohan Talapatra (married, 
dependent child more than one) for the year ended 3 1st March, 1970, calculate 
the amount of tax payable by him. 

Busiress Profit Rs. 25,000 

Income from House properties 15,000 


Total Income Rs. 40.000 


He paid Life Insurance premium of Rs. 8,000 (Capital value being 
Rs. 1,00,000 without profits). He also paid Rs. 4,000 as donation to an 
approved institution. 

ANSWER 

Accounting year 1-4-69 to 31-3-70 — Assessment year 1970-71. 


Business Profit 

Income from House properties 

Rs. 

25.000 

15.000 

Gross Total Income from all sources 

Rs. 

40,000 

Less i Life Insurance Premium 

60% of Rs. 5,000 Rs. 3.000 

50% of Rs. 3,000 1,500 


4,500 

Less : Donation of Rs. 4,000 limited to 10% of Rs. 35,500 
i.e. Rs. 3,550—55% of Rs. 3,550 (Rounded off) 

Rs. 

35,500 

1,950 

Total Income 

Rs. 

33,550 


1—27 
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h wito payable on Rs. 33,590 it the rates raHag 
hi the Assessment year 1970-71. 

Rs. 30,000 Rs. 6,250 

3,550 @ 50% 1,775 

Rs. 8,025 

Less : Family Allowance 240 Rs. 7,785 

Special surcharge payable for (he Assessment year 1970-71. 

10° o of Rs. 7,785 (Rounded ofl) 

Total amount payable 


779 

Ks. 8,564 


0 



CHAPTER XVII 


RELIEFS AND REFUNDS 


§ I. Relief for Double Taxation (Sections 90 & 91) — So long an income is 
taxed in the country of its origin, the positi >n is simple. But if the income is 
taxed in more than one country on t be basis of residence of the recipient, 
the position will be extremely complicated. Consequently, provisions have 
been made in the Indian Income-tax Act for granting appropriate relief in 
respect of the same income which has been subjected to tax in the same year 
in more than one country. Though this branch of the income-tax regulations 
involves numcn -jc complexities in practice, the root principles by which the 
relief is given will bt discussed hereinafter. 

(a) Double Taxation avoidance agreement — Under this arrangement, income 
is taxed in the country of origin, the other country refrains from taxing the 
income again. In the ^ase of business in which the manufacturing process is 
carried on in one country and the sale of the finished product is effected in 
another country, the entire income of the business is apportioned between the 
countries for the purpose of taxation. So far India has concluded agreements 
for avoidance of Double Taxation with Pakistan, Ceylon, Switzerland. Sweeden, 
Germany (Federal Republic), Norway, Denmark, Finland, Japan, Greece, 
Austria, United Arab Republic and French Republic. 


(b) Double income-tax relief— Under this arrangement, the recipient pays 
tax at the higher rate of the either country. Arrangements have so far been 
made with Aden, Kenya, Tanganyaka, Uganda. Za’ zibar, Gold Coast, 
Nigeria, Sierra Leone, Gambia and Mauritius for granting reciprocal relief in 
those countries and India in repect of any income which is taxed either by 
deduction at source or by direct taxation in those countries and in India. The 
relief admissible in India in respect of the doubly taxed income will be 
determined as follows : 


(i) If the assessee is resident in India, the rate of relief shall be the 
foreign rate of tax when it does not exceed half of the Indian rate and in other 
cases half the India i rate. To explain, if the Indian rate is 40% and the 
foreign rate is 15%, the relief in India will be restricted to 15%. If, on the 
other hand, the foreign rate is 30%. the relief will be restricted to 20 % in India 
and 10% in the foreign country. In both these cases the assessee ultimately 
pays tax at the higher rate of the either coui try. 


(ii) If the assessee is non-rcsiden in India, the rate of relief shall 
be half of the foreign rate of tax if it does not exceed the Indian ^ rate Mid 
in other cases the amount by which the Indian rate of tax exceeds halt oi me 
foreign rate. 


(e) Unilateral tax relief— If an assessee who is resident in India in 
any “previous year” pays income-tax in respect of bis income which anaet 
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outside India, in a country which has not arranged for any double taxation 
avoi dan ce agreement or any double taxation relief, he will bo entitled to 
deduct from the Indian tax payable in respect of the same income the entire 
amount of the Indian tax or foreign tax whichever is less. To explain, if 
the doubly taxed income of a resident assesses be, say, Rs. 30, COO, the Indian 
rate of tax, say 30%, and the foreign rate of tax, say 20%, then the amount 
of tax payable by the assessce in India should be reduced by Rs. 6,000 (i.e., 
20% of Rs. 30,000). The concession is only as regards “Income arising out- 
side India", as such it is not admissible if the income arises in India and is 
taxed in a non-reciprocating countrv in addition to India. Double Income-tax 
Relief arrangement with the United Kingdom terminated in the assessment year 
1948-49. Since then unilateral relief arrangement is respect of income arising 
in non-reciprocating countries is being followed in respect of income arising in 
the United Kingdom. 

§ 2. Marginal Relief (Annual Finance Act) — Undei ••slab" system of tax 
structure, successive slices of total income are charged at progressively higher 
rates. To explain, if an individual is married he pays no tax so long as his income 
is below Rs. 4,000 ; if his income increases to Rs. 4.050, he pays 5% on Rs. 50 
only. But under “step” system, although he may not pay any tax so long as his 
income is below Rs. 4,000. he will be liable to pay 5% on the entire amount 
of his income of Rs. 4,050. Under “s'ab” system his liability will be Rs. 2 50 
whereas under “step” system his liability will be Rs. 202 50. For an additional 
income of Rs. 50 his tax liability becomes Rs. 202 50 which is most inequitable 
Against this background, the allowance of marginal relief operates. 

In the Assessment years 1969-70 and 1970-71, the marginal relief will be 
allowed in the following cases : 

(a) Individual (Unmarried)— For a total income of Rs. 3,999 no income- 
tax is payable, but as soon as the income is increased to Rs. 4,002 he is liable 
to pay income-tax @ 5% on Rs. 4,002. i.e., Rs. 20010 less personal allowance 
of Rs. 125 i.e., Rs. 75*10, but under the scheme of marginal relief his liability 
will be fixed at 40% of Rs. 2 (Rs. 4,002 less Rs. 4.000) i.e.. Re. 1— being rounded 
off under Section 288B of the Income-tax Act, 1961 . 

(b) A Hindu undivided family having two male members of 18 years old— 
The family does not pay any tax if the total income is Rs. 6,999, but as soon 
as the urome in reases to Rs. 7,002 the family is liable to pay income-tax as 
follows— 


Rs. 5.0C0 (a 5% 

Rs. 

250-00 

2,002 (a, 10% 


200-20 

Less : Family allowance 

Rs. 

450-2 ) 
200*00 

Net amount payable 

Rs. 

250*20 


« ^ 5v Ut .J!?? er r h rf sc * e ™ c °I ^ inal relief the liability of the family will be 
fixed @ 40% of Rs. 2 (Rs. 7,002 less Rs. 7,000) i.e.. Re. 1— being rounded off 
under Section 288B of the Income-tax Act, 1961. * 

. SJk (Section 237)— Refunds are necessitated owing to the system 

at *P urcc m the case of Salaries, interest on securities 
Dividends and certain other payments effected to non-residents. The average 
rate of tax, If any, appropriate to the “total income" of the recipient is not 
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known at the time the tax U deducted. It is quite likely in such caaw 
individual rate of tax would be lower than the rate at which the d 
are made. 

If any Individual, Hindu undivided family, Company, 

Firm o, other Associate, of penmrn or any pater o, a ■« 

an association can prove to the satisfaction of the Income behalf in 

amount of tax paid by him or on his behalf or treated as ° Hle under the 
any year exceeds the amount with which he is properly c | a ppiica- 

Act for that year, then he can apply for refund of tax overpaid. Tte « W™ 
tion J must be made in the prescribed form accompanied by a return 
“total income” unless s'xh a return has already been submi t 

An Executor Administrator or other legal representative of a o^tax 
is dead, lunatic or otherwise incapacitated can lodge claims or resident 

for the benefit of xuch person. In cases where “2 

outside India whose me,, .,c is wholly taxed at source aDD ii ca tion should 
for direct assessment is derived trom dividends or both, PP „ < a j n 
be made to die .:r ome-tax Officer. Non-Residents Refund c > f 
case of other claimants the application should be submitted to 
Officer within whose jurisdiction they ordinarily reside. 

Section 203 make it obligatory upon the person deducting iac0 “ c :JJ” 
issue a certificate specifying the amount of tax deducted from 
concerned and the rate at which it has been deducted. 

The onus of proving the claim to a refund and therefore of addudng 
satisfactory evidence of his total income lies on the claimant, and if be 
to discharge it. his claim will be rejected. Certificates of the Revere 
Authorities of the United Kingdom or of a Dominion will normally be accepted 
as proof of the amount of income arising or assessable in that country. 

Claims should be submitted within four years from the !ast day of te 
assessmeTvear. To illustrate, if the income arose m the year ended 3 -3-64 
f b ,„cfiWp in the vear the claim must be submitted within 31-3-09 

SrSw "reduced n the assessment year .1 NMhun. of »hmh 

sobmtaed"withm 31 3-70 If the income ante 

arise during the year ending 3 1-3-68 ^ ^s. bk m he > ending 

must be be submitted within 

Jitn. (l “Ed Vdmis2k to an a,sc„ec may be sc, off ajtet .^standing 

iKO^-lail OTcer'hl'dh^s inj' oTthctem Crefitnd he can appeal to the 
Appellate Assistant Commissioner. 

Illustration 43. 

her income for the year ended 31st March, 1970. 
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Return of total Income for the year ended 31st March, 1970 
Assessment year 1970-71 


Interest on securities 
Rupee Dividends 
Interest on Fixed Deposit etc. 


Amount of Tax deducted 
income at source 


Rs. 

10,000 

Rs. 

2,200 


8,000 


1,760 


2,000 


200 

Rs. 

20,000 

Rs. 

4,160 


ANSWER 


Gross Total Income from all sources 
Less : Dividends (Section 80L) 
Total Income 


Income-tax payable on Rs. 19,000 at the 
ruling in the assessment year 1970-71. 


rates 


Rs. 15.000 

4.000 m 23% 


Rs. 1,600 
920 


Less : Marriage Allowance 


Rs 2,520 
200 


.Special^surcharge payable for the.assessment year 1970-71. 


Rs. 

J<sT 


20,000 

1.000 

T5joou 


Rs. 2,320 
232 


Tax deducted at source 

Less : Income-tax & Special surcharge payable 


Rs. 2,552 

Rs 4,160 
2.552 


Net amount refundable 

Illustration 44. 


Rs. 1,608 


frnm S nd , ° ut l . he amount of refund admissil 
irom the following return of his total income. 


to Sri Paritosh Pync (bachelor) 


Return of total income for the year ended 31st March. 1970 
Assessment year 1970-71. 


Interest on securities 
Income from House properties 
Rupee Dividends 


Amount of 
income 
Rs. 2,000 
1,500 
4,000 


Tax deducted 
at source 
Rs. 440 

880 


Rs. 7,500 Rs. 1,320 

Tn " im b*f »T5fl00 
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ANSWER 

Gross Total Income from all sources Rs. 7,500 

Less : Dividends (Section 80L) 1 000 Rs. 6,500 

Less : Life Insurance premium 

60% of Rs. 1,500 900 

Total Income R S . 5 ( 600 


Income-tax payable on Rs. 5,600 at the rates 
ruling in the Assessment year 1970-71 


Rs. 

5.000 

Rs. 

250 



o'? 

o 

>r 

8 

so 


60 




Rs. 

310 


Less 

• n .T'Oiial allowance 


125 

Rs. 185 


Special surcharge payable for the Assessment year 1970-71. 

10% of Rs. i35 (Rounded off) 19 


Rs. 204 


Tax deducted at source Rs. 1,320 

Less : Income-tax and Special surcharge payable 204 


Net amount refundable 


Rs. 1,116 



CHAPTER XVIII 


TAX CREDIT CERTIFICATE 

§ 1. For subscribing Equity Shares (Section 280Z) — With effect from the 
Assessment year 1965-66, arrangements have been made for granting tax credit 
certificates to individuals or Hindu undivided families in respect of amounts 
subscribed and paid for equity shares in the following scales : 

(a) on the first Rs. 15,000 of the 

amount paid in the financial year — at the rate of 5% 

(b) on the next Rs. 10,000 of the 

amount paid in the finacial year — at the rate of 3% 

(c) on the next Rs, 10,000 of the 

amount paid in the financial year — at the rate of 2% 

(d) on the balance of the amount 

paid in the financial year NIL 

The tax credit certificate for the amount so calculated will be granted for 
the financial year in which the payment is first made and for each of the three 
following financial years subject to th? condition that the rele\ent shares are 
held by the individual or the Hindu undivided family till the end of the respec- 
tive financial years and proportionately reduced if the whole or part of such 
shares are sold during any of these three years. 

§ 2. For shifting industrial undertaking from urban area ( Section 
280ZA) — With effect from the Assessment year 1965-66, arrangements have been 
made for granting tax credit certificates to public companies which shift, with 
the prior approval of the Central Board of Direct Taxes, their industrial under- 
takings from an urban area to any other area, and incur any liability for pay- 
ment of tax on the “Capital Gains” derived by them from the sale of lands 
and buildings used for the purpose of their business. The amount of the tax 
credit certificate will be calculated as a proportion of the tax payable on the 
“Capital Gains”. If the investments in land and buildings in the new area 
[ including the expenditure on shifting equals or exceeds such “Capital Gains”, 

, the tax certificate will be granted for the entire amount of tax payable on the 
, “Capital Gains”. If a company transfers the lands or building in the new 
area within five years to a person other than the Government or a public 
sector corporation 50% of the tax credit certificate will be taken back from 
the company. 

§ 3. For manufacturing specified articles (Section 280ZB)— With effect 
from the Assessment year 1965-66, arrangements have been made for granting 
tax credit certificates to the companies engaged in the manufacture or produc- 
tion of any article mentioned in the First Schedule to the Industries (Develop- 
ment and Regulation) Act, 1951. The benefit is admissible to those companies 
which are liable to pay for any of the five Assessment years 1966-67 to 1970-71 
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in aggregate amount of income-tax and surtax in excess of the corresponding 
amount payable for the “base year", namely the Assessment year 1965-66. The 
amount of the tax credit certificate will be calculated at 20% of such excess for 
each of the five years mentioned earlier. In the case of a company which is 
not liable to pay any tax for the Assessment year 1965-66, but becomes so liable 
for any but the last of the following five years mentioned earlier, such year will 
be treated as the “succeeding base year” for that company and the tax credit 
certificate will be granted for 20% of the excess of the aggregate tax payable for 
any subsequent assessment year (within the five-year period mentioned earlier) 
over the aggregate tax of “succeeding base year”. The amount of the tax 
credit certificate for any year will not, however, in any case, exceed 10% of the 
aggregate tax for that relevant assessment year. The amount of tax credit 
certificate after adjustment with any income-tax liability will be refunded after 
12 months for effecting redemption of debentures or repayment of loans taken 
by the company from any approved financial ins'itutions. 

i; 4. For exports out of India (Section 280ZC) — Arrangements have 
been made for granting tax credit certificate to any person who exports any 
goods or merclia!i'i>y >>ut of India after the 28th February, 1965 and receives 
the sale proceeds thereof in India through recongnised foreign exchange 
channels. The amount of the tax credit certificate will be calculated with 
reference to the amount of such proceeds at a rate, not exceeeding 15% to be 
specified by the Central Government. 1 he amount of tax credit certificate after 
adjustment with any income-tax liability will be refunded after 12 months. 

i? 5. For increased production of specified goods (Section 280ZD)— 
Arrangements have been made for granting tax credit certificate to any person 
who manufacture's or produces any goods, for an amount calculated with refer- 
ence to the excess amount of Central Exc .,e Duiy payable on such goods in 
any of the financial years from 1965-66 to 1969-70 over the amount of such 
duty which is paid on such goods during the "base year". The amount of the 
certificate will be calculited at a rate, not exceeding 25% of the excess, to be 
specified by the Central Government. The ba>c year for this purpose is the 
financial year 1964-65, but in the case of an undertaking which was not in 
production during 1964-65. it will be any subsequent financial year in which it 
begins production. 

The amount of tax credit certificate after .adjustment with any income-tax 
liability will be refunded al ter 12 months for effecting redemption of debentures 
or repayment of loans taken by the company from any approved financial insti- 
tutions, or for the acquisition of any capital asset in India including the cons- 
truction of any building. 
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ASSESSMENT AND APPEALS 


§ 1. Normal assessment [Section 143 (I) & (3)] — According to Section 
139(1), a primary, obligation has betMi imposed on every tax-payer whose 
income is more than the non-taxable amount to submit a return of his total 
income within the 30th June of the assessment year. Even when the tax-payer 
receives the income in his representative capacity (as trustee, guardian 
etc.), he should submit the return within the above time limit. Where 
however, the total income includes any income from “Business, profession 
or vocation”, the time limit is extended upto six months from the end of 
the “previous year”. To explain, when the -previous year” ends on the 31st 
January, the return should be submitted within the 31st July of the assessment 
year, if it ends on the 31st March the return should be submitted within the 
30tli September of the assessment year. Income-tax Officer are empowered 
to extend the date of submission of the return upto 3 months without charging 
any interest (i.e.. up to the 30th September and the 31st December) and beyond 
3 months on payment of interest .u 9% on the amount of tax payable from 
the end of the 3 months to the date of the submission of the return. To explain 
suppose the last date of submission of the return was 30th September. 1967 
and the return was actually submitted on the 31st October. 1967 and the amount 
of tax payable on completion of the assessment was Rs. 1.000 the amount of 
interest payable will be Rs. 7 50. 


9 < Rs. 1,000 “I 

“700x12 J 

The return must be submitted in the prescribed form obtainable from 
the income-tax Officer on application. The form of return contains explicit 
notes for the guidance of the tax-payers who should study such of the notes 
as are appropriate to their case. The return must be signed by the tax-payer 
in person or by a person duly authorised to represent the tax-payer legally and 
in such a way as will bind his principal. 


In addition to this statutory obligation regarding submission of the return 
or income, the Income-tax Authorities are also authorised to issue notice under 
section 139 (2) within the relevant assessment year to those persons who are 
already Known to have taxable income, requiring them to submit within 30 days 
mL t i e,1 L ! ot j , lncome of tof- previous year. Date of submission of a 
nrth?~ZL b u X !t nde £ °? rea . s ? na £Ic grounds. But if the date of submission 
£i!wh tUrn T? et af r fi ^ ed °f lgina,1 y or on extension falls beyond the 30th 

Sr^™ r r.tchlr8^M e ' r0f ‘ h ' y “ r ' * hens ““ l “'««* 


. If a person has sustained business loss 
desires that the loss should be carried forward 


or capital loss in 
and set off in a 


a year and 
subsequent 
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,im ' ! limit or with ™ tht da,e « tmdKi 

M 9 r^ 0 il hC .Q^ SS ?u nt ycar 1% °- 61 > rc ' evar >t for the accounting year ending 
dkHmina » i™?*’ P ^> lt i?? Cr ‘ Company filed its return on April 1, 1961, 
,0 f,° f , Rs - , 22,562 which amount did not include unabsorbed 

SS3 lL. fi d r deveI ° pm ® nt , rebatc for year. The return, however, 
thc fi 8 ure of unabsorbed depreciation. The denartment took the view 

rnrin!rJ C A r ? To^ OUt i 0f . t,mc undcr Action 22(2\) (old section) of the 
Income-tax Act, 1922, and rejected it entirely. In a writ petition filed by the 
petitioner, it was held by the Hon’ble Madras High Court that where an 
assessee claims to carry over business loss as well asunxbsorbed depreciation 
and development rebate, they have all to be included in one return, though 
thQ first part of the claim would fall under Section 22(2A) (old section) an i 
the other part under Section 22(2) (old section) and if the return filed is a 
composite one under both the sections, though the portion relating to carry 
forward of loss was related u;uicr Section 22(2A) (old section) the other part 
of the return relating to unabsorbed deprecation and development rebate must 
be considered by the Officer, in as much as the carry forward of unabsorbed 
depreciation and development rebate does not fall within the ambit of Section 
22 (2 A) [I. T, R Vol.71 (1 Yi9), page ?A0] 


If a return has not been submitted wi hin the statutory time limit or in 
response to a notice issued by the Income-tax Officer under Section 39 (2), it 
may be submitted at any time before the assessment is finalised but not bevond 
four years from the Lst date of the relevant assessment year. The usuaf9% 
interest will, however, be charge ib!e tor the submission of the return. If there 
is any error or omission in a return submitted, a revised return can be sub* 
mitted any time before the assessment is finalised, but the assessee cannot 
escape the penalty for submitting an original false return. 

Failure to submit a return in terns of the statutory obligation or in 
response to the notice issued by the Income-tax Officer under Section 139 (2) will 
render a tax-payer liable to be assessed e\-parte as also to a penalty of 2‘\ of the 
tax payable for every month during which the default cont nued but not exceed- 
ing 50% of the tax payable. (See Chapter XX § 1) 

When the Income-tax Officer is sitisficJ tint a return submitted i*> correct 
and complete, he shall assess the income under Section 143 (1) and determine 
the amount of tax payable on the basis of such return. This method should 
be adopted only in case of those asscssees who h ive more or less an unxari blc 
ant ual income derived from salaries interest on securities and hou e properties 
where the figure shown in the return can be verified from the employer’s annual 
return, certificates of tax deducted wt source and municipil registers. 

When the Income-tax Officer has teason to believe that the return sub- 
mitted by the assessee is not correct or complete, he shall serve a notice on him 
under Section 143 (2) to attend m person or to produce any evidence in support 
of his return. The income-tax Officer is also empowered under Section 142 (1) 
to call for any books of accounts or documents as he may require, but he 
cannot ask an assessee to produce books of accounts relating to a period of 
more than three years prior to the ‘accounting year”. Moreover, he is not 
authorised to ask the assessee to prepare accounts which he does not already 
possess and does not require for his own purpose, all that the Income-tax 
Officer is authorised for is to call accounts and documents which are believed 
to be in existence. The Income-tax Officers are also authorised to call for 
sUtemouts of assets and liabilities not included in the books of accounts. 
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To guard against abuse of power, the law provides that Income-tax Officers 
in such cases must take the previous approval of the Inspectiug Assistant 
Commissioner. 

To comply with the notice referred to, the assessee need not attend in 
person and may be represented be a lawyer, auditor, income-tax practitioner 
or by an employee or relative, authorised by him competent to answer ques- 
tions and whose statement will of course be binding on him. If on production 
of the necessary evidence the Income-tax Officer is satisfied, he shall make an 
assessment under Section 143 (3) and determine the amount of tax payable. 
Failure to produce accounts or documents asked for by the Income-tax Officer, 
will render an assessee to be assessed ex-parte, in addition to his being prose- 
cuted and penalised. (See Chapter XX § 1) 

§ 2. Self-assessment (Section 140A)— Where the amount of tax payable 
on the basis of the return of income is more than Rs. 500, after adjustment of 
any tax deducted at source or paid in advance during the previous year, the 
assessee shall pay the balance amount within 30 days of the submission of the 
return of income. If the assessee fails to pay the tax within time, he shall be 
liable to a penalty not exceeding 50% of the tax due. 

3. Ex-parte assessment (Section 144)— Where no return has been sub- 
mitted within the statutory time limit, the Income-tax Officer should issue a notice 
under Section 139 (2) to the assessee asking him to file within 30 days a return 
of his total income. If a return is not submitted in response to the notice under 
Section 139(2), the Income-tax Officer shall make an ex-parte assessment to the 
best of his judgment. An ex-parte assessment can also be made where an assessee 
has failed to comply with the notices for production of books of accounts under 
Section 142(1) or with a notice for attendance or production of evidence under 
Section 143(2). 

In completing an assessment under Section 144, the Income-tax Officer 
must make what he honestly believes to be a fair estimate of the proper amount 
of assessment and for this purpose he must be able to take into consideration 
the local knowledge and repute in regard to the asscssee’s circumstances and his 
own knowledge of the previous returns and assessments of the assessee, and all 
other matters which he thinks will assist him in arriving at a fair and proper 
estimate. He must not act dishonestly or vindictively or capriciously because 
he must exercise his best judgment in the matter. 

Although an ex-parte assessment is more or less a penal assessment which 
is invariably in excess of the assessee’s actual income, it is intended to prevent 
the offence being repeated. In case of a registered firm, the Income-tax Officer 
may even refuse registration or cancel it where already allowed, subject, 
to an opportunity being given to the assessee to explain his default. The refusal 
or the cancellation of the registration is, however, subject to appeal to the 
Appellate Assistant Commissioner. 

If, however, the assessee can prove to the satisfaction of the Income-tax 
Officer within one month of the receipt of the demand notice that he was 
prevented by sufficient cause from submitting his return of income or that he 
did not receive the notices issued under Section 142(1) and 143(2) or that 
he could not comply with the terms of the notices for reasons beyond his control 
then the Income-tax Officer shall cancel the ex-parte assessment and proceed 
to make a fresh normal assessment. The Income-tax Officer has no option in 
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the matter and he is bound to cancel the assessment if the assessce can prove 
that the default was caused unintentionally and owing to circumstances beyond 
his control. 


§ 4. Emergency asseessment (Sections 172 & 174 to 176)— Since a 
notice under Section 139(2) cannot be issued before the close of the fiscal year 
for the purposes of assessing the income of that year, Commercial Travellers 
Touring Theatrical Parties, Temporary Resident or persons about to leave 
India permanently, can escape tax by departing from the country before the close 
of the year. To provide for such emergencies, Income-tax Officers are authorised 
under Section 174 to serve a notice on an assessee requiring him to furnish within 
seven days a return of his estimated total income for the period from the expiry 
of the last previous year to the probable date of his departure. The rate appli- 
cable in respect of these assessments is the rate in force in the financial year 
in which the assessment is made. 

The section contains an exception to the general rule that assessments 
are made on the income of the previous year. It should be noted, however, 
that the onus of discovering such assessce and of putting the emergency 
machinery in motion, is with the Income-tax Authorities. 

Section 172 provides for the assessment and collection of tax in case of 
certain classes of shipping. The procedure is mainly intended to rope in non- 
resident owners of such vessels from whom the tax would otherwise be irre- 
coverable. Before departure from any port of India, the master of the ship 
shall furnish to the Income-tax Officer a statement of the full amount paid or 
payable to the Master’s principal on account of passenger fares and freight on 
the live-stock and goods shipped at the port since the arrival of the ship thereat. 
The Income-tax Officer shall thereafter assess the income at 16 - 67°' 0 of the figure 
furnished. The tax is then levied at the maximum rate applicable on 
the date of assessment and the ship is not allowed to leave the port until the 
Collector of Customs is satisfied that the tax has been paid. Any adjustments 
in respect of the tax paid can. however, be made in the following year in course 
of a normal assessment. 

If it appears that an assessee is likely to charge, sell, transfer, dispose of 
or otherwise part with any of his assets with an intention of avoiding payment 
of tax, the Income-tax Officer can make an assessment in terms of Section 175, 
in respect of the income for the period commencing from the last day of the 
previous year to the probable date of alienation of the assets. 

Section 176 further empowers the Income-tax Officer to make an emergency 
assessment when a business, profession or vocation is discontinued in respect 
of the income from the last day of the previous year to the date of discontinu- 
ance, Any person discontinuing any business, profession or vocation should, 
however, give notice to the Income-tax Officer within 15 days of such 
discontinuance. 

§ 5. Provisional assessment (Section 141)— To speed up collection of 
revenue, Income-tax Officers are empov ered to make provisional assessments on 
the basis of the assessees own return of income accompanied by accounts and 
documents, if any, in support thereof. In selecting cases for making provisional 
assessment, priority was, therefore, given to old cases in which the net amounts 
payable were substantial. If on the basis of the return of income and the accounts 
submitted by an assessee, the Income-tax Officer finds that there will actually be 
a net demand payable, then the provisional assessment is made, No appeal lies 
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against a provisional assessment. Without prejudicing the merits of any issue 
involved, the amount of tax paid on provisional assessment is adjustable 
in the regular assessment, the difference being payable by or refundable to 
the assessee. 

The scheme of Secton 141 is to call upon the assessee to pay tax provisionally 
at the appropriate rate on what lie admits is his taxable income, subject to the 
benefit of the allowances undet sub-section (2). The section docs not permit 
any enquiry to be made whether the total income returned by the assessee 
exceeds the amount admited by him, not whether the allowances or deductions 
claimed are admissible If there be a discrepancy between the return made and 
the accounts and documents accompanying the return, the Income-tax Officer 
may ask the assessee to exp'ain the discrepancy, but he must make a provisional 
assessment on the basis of the return initially made or clarified and the accounts 
and documents filed. He can not make a provisional assessment bv holding that 
certain cla : ms made b\ the assessee are in law unjustified [I.T R. Vol. 71 (1969). 
page 800] [Supreme Court decision]. 

In the assessment year 1968-09 a provision was made for granting refunds 
on the basis of the return of in corn" and accounts and documents accompanying 
if the assessee can prove that he advance tax paid by him and the tax deducted 
at source exceed the tax pa? able on the basis of such return, accounts and 
documents. It it is fomd on regular a'sessmet that the amount of refund 
allowed to the assess, e is in excess of the amount due to him such excess shall 
be recoverable from him. (Section 141 \» 


§6 Income escaping assessment (Section 147)— Under certain circums- 
tances, Income-tax Officers are empowered to reopen an assessment if they 
are of the opinion that the income has escaped assessment. The section covers 
four alternatives: (i) where the income was not disclosed in the return ; (ti > 
w’here the income has been under-as-.esscd owing to mistakes in computation 
including wrong allowances and so forth ; (iii) where the income has been 
assessed at a lower rate of tax than is appropriate ; and (iv) where the income 
has been the subject of excessive refunds or relief. 


Tue intention of the Income-tax Officer must properly bo notified to the 
assessee before any action is taken. If it appears at any stage of the proceedings 
that no income has escaped assessment or has been assessed at a lower rate the 
Income-tax Officer must promptly stop the proceedings. It is not intended 
rwK . eQ an lessee has concealed part of his income and the Income-tax 
Officer is proceeding to re-as^ess the income, the assessee should be entitled to 
have any benefit out of that re-assessment. Still less it is intended that the 
ncome-tax Officer should be invested with wide powers of revision or review 
mereiy because he has caused a mistaken impression that certain income has 
escaped assessment or has been assessed at a lower rate. His powers under 
Section 147 can never be used, therefore, to effect a reduction of tax already 
levied upon the assessee. 


thA 2 ? »* te °u f t u X .^ har 8 ea ble in respect of re-assessment must be levied at 
the rate at which it would have been levied had the income not escaped 

(asSS^nThe vMMoAs^ 6 of the account » n g Period ended 31-^65 

{assessable in the year 1965-66) which has escaped assessment be re-assessed in 

year, say 1967-68, then the tai chargeable oit tta« SSlll2 

iHsTm b ! at the rates levied in the Assessment year 

1905-66 and not at the rates of the year 1967-68. 1 
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§ 7. Place of assessment (Section 124; — With a network of income-tax 
Officers scattered throughout India, it is but logical that there must be some 
hard and fast method to map out their individual jurisdictions. Ordinarily, an 
Income-tax Officer is empowered to assess any income, profits or gains accruing, 
arising or received within a certain territorial jurisdiction. Consequently, an 
assessce has to be assessed by the Income-tax Officer of the Area within which 
he ordinarily resides, but if lie carries on a business, the assessment should be 
made by the Officer of the Area within which his principal place of business is 
situate* If there be any dispute regarding jurisdiction oi the Income-Officer, 
the matter should be settled by the State Commissioner of Income-tax. Where 
the areas are situate in more than one State, the matter should be settled by the 
Central Board of Direct Ta-cs if the State Commissioners arc not m agreement. 
Irf all cases of dispute, however, the assessce should be given an opportunity of 
representing his views although these ate not necessarily accepted. Under special 
circumstances, the Income-tax Officers appointed not in relation to the 
territorial jurisdiction but in relation to certain classes of as essee or certain 
classes of income. A list of the areas or classes of perion comprised in each 
Officer’s jurisdiction is displayed on the notice board in the office of the Income- 
tax Officer concerned and if any person is in doubt as regards the Officer to whom 
he should , h mit his return of income, he may enquire from the nearest 
Income-t..A Officer or from the State Comm<saoncr of Income-tax. 


The form of return requires an uises-.ee to state his principal place of 
business and if he h s made a statement, he should obviously be bound by it. 
Where, however, he defaults in submitting a return of his income even though 
asked to do so under Section 139(2), he is deprived of the right to raise any 
question about the jurisdiction of the assessing income-tax Officer. 

§ 8. Appeals (Section 246) — It is an established rule of law that there 
cannot be an inherent right of appcl and that the right of appeal must 
expressly he given by the Statute. Section 2-16 of the I, -conic-tax Act specifi- 
cally provides for the right of appeal under certain circumstances and we shall 
now deal with them 

(a) \ppeal to Appellate \ssistant Commissioner — Where an assessee 
denies his liability to be asseiscd u - 'dcr the Act. he can apeal to the Appellate 
Assistant Commissioner. Mere filing one’s return of income cannot by itself be 
taken to be an indication of his consent to the assessment, as such the assessee 
has an unqualified right to appeal whether he had questioned his liability to 
assessment under the Act before the Income tax Officer or not. 

All assessment whether normal or ex-pirlc are subject to appeal. If the 
assessce is of the opinion that the amount of his total income has wrongly been 
computed by the Income-tax Officer, or that the amount of tax payable in rela- 
tion to his total income has wrongly been calculated, he can appeal to the 
Appellate Assistant Commissioner. Where an ex-par te assessment has been 
re-opened under Section 146 and the assessee is not still satisfied, he can appeal 
against the re-opened assessment. 

An appeal shall ordinarily be presented w ithin 30 days of the receipt of 
the demand notice relating to the assessment or penalty objected to or of the 
intimation of the refusal of the Income-tax Officer, as the case may be. The 
Appellate Assistant Commissioner has the discretionary power to extend the 
period of limitation on reasonable grounds. The appeal must be filed in the 
prescribed form available from the Income-tax Officer and shall be verified 
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in the prescribed menner. Any fetae slstem.pt msd e in tbe__v etitoUon citue 
is an offence 'punishable under Section 277 of the Income tax Act. 


fh) Hearing of Appeals by Appellate Assistant Commissioner (Section* 
250 & 251)— On receipt of the appeal, the Appellate Assistant Commissioner 
shall fix a date and place for hearing and shall send the notice to the assesses 
asking for any evidence he may desire. Adjournment can of course be given at 
his discretion on reasonable grounds. An appeal should not be dismissed for 
default of appearance but should always be decided upon merits. The Assistant 
Commissioner has the authority to make any enquiry he thinks necessary or 
to have such enquiries made by the Income-tax Officer. He has also the uutho- 
rit) to admit additional grounds of appeal provided the omission was not wilful 
or unreasonable. 


In the case of an appeal against an order of assessment, the Assistant 
Commissioner may confirm, reduce, enhance, annual oi set aside the assessment 
and direct the Income-tax Officer to make a fresh assessment after making such 
enquiries as the Income-tax Officer may cons der necessary or the Assistant 
Commissioner may direct. 


Although the Assistant Commissioner has the power to enhance an assess- 
ment or penalty, he cannot exercise it without giving a reasonable opportunity 
to the assessee to explain his position. This power of enhancement does not 
authorise the Assistant Commissioner to go beyond the subject matter of the 
assessment and assess entirely new sources of income which were not the subject 
matter of the assessment appealed against In dealing with an appeal against an 
assessment undei Section 147, the Assistant Commissioner can only deal with 
that part of the income which had escaped assessment at the original assessment 
or with an enhancement of rate of tax at the re-assessment. He cannot entertain 
any argument that involves any reduction of the amount determined at the 
original assessment. 


As the Appellate Assistant Commissioner now performs quasi-judicial 
functions, the Income-tax Officer is authorised to be represented at the time 
an appeal is heard. On conclusion of the Appeal, the Appellate Assistant 
Commissioner shall communicate his orders to the assessee and also to the 
Commissioner of Income-tax. 


(c) Appeals to the Appellate Tribunal (Section 253) -An assessee can 
lodge an appeal to the Appellate Tribunal within 60 days of the date on which 
an order by the Appellate Assistant Commissioner under Section 250 is 
communicated to him. The department is also authorised to lodge an appeal to 
the Appellate Tribunal against any order passed by the Appellate Assistant 
Commissioner. The Appellate Tribunal is empowered to admit an appeal out of 
time if there is sufficient cause for the delay. The appeal must be filed in the 
prescribed form with a fee of Rs. 100: The department is, however, exempted 
from paying this fee. After hearing both parties, the Appellate Tribunal shall 
pass an order as it thinks fit and shall communicate its decision to the assessee 
as well as to the Commissioner. Order passed by the Appellate Tribunal shall 
be final and conclusive unless any question of law arises out of such order 


Section 254 of the Income-tax Act, 1961 which confers on the Appellate 
Tribunal powers of the widest amplitude in dealing with appeals before it. grants 
implication the power of doing all such acts, or employing such means, as 
are essentially necessary to its execution. The statutory power under Section 254 
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carries with it the duty in proper casea to make such orders for staying recovery 
proceeding* pending an appeal before the Tribunal, at will prevent the appeal, 
if successful, from being rendered nugatory. [I.T.R. Yol. 71 (1969), page 815]. 
[Supreme Court decision}. 

* (d) Appeals to the High Court (Section 256) —Should the assessee 
or the Commissioner be not satisfied with the decision of the Appellate 
Tribunal, either of them may require the Tribunal to refer the matter to 
the High Court But no reference can be made to the High Court on question 
of fact to which cose the decision of the Tribunal is final and conclusive. 
The application for reference to the High Court should be made within 60 
day! of the date on which the decision of the Tribunal has been communicated. 
It must be made in the prescribed form accompanied bv a fee of Rs. 100. The 
department is, however, exempted from making this deposit. If tae tribunal is 
of the opinion that a question of law arises out of its order, then it shall 
within 90 days of the receipt of the application draw up a statement of the case 
and refer it to the High Court. If, on the other hand, the Tribunal consider 
that a point of law is not involved, then it may refuse to state the case. Where 
a reference is withheld on this ground, the applicant may apply to the 
High Court J>tv i v.ithin six months from tac date on which he is served with 
the not’ce cl reiu al to make a reference for 'mandamus’ requiring the Tribunal 
to state a case. Where su.h an order has been ; av>ed bv the High Court, 
the Tribunal must state a case. These reference sh.u ! I be hearJ by a Bench 
of not less than two Judges and a copy of the juJumen under the Seal of the 
Court and the signatu a of the Registrar should be sent tu t leAppellate Tribunal 
for disposal in the light of the orders passed by the Court. Costs will be 
decided at the dcscretion of the Court. Where as a result of the reference, 
refund is due to the assessee, it should be er.mted aion^ with any interest 
the Commissioner may allow unless he decides to appeal to the Supreme Court 
and intimates the Court of his intention to ask for ka\e to this effect within 
30 days of receipt of the Court’s order The refund mty then be stayed with 
the Court's permission until such time as the appeal *o the Supreme Court 
is disposed of. 

(e) Appeals to the Supreme Court (Section 261) — An appeal shall 
lie to the Supreme C u.rt fiom am judgment of the High Court if the High 
Court certifies that the question of la •. involved is one of great importance. 
Usually the High Ohm will oernly a case where the correct interpretation of 
the law will benefit not only the parties t ■> he proceedings but also other 
pcison similarly Ttuated. L ffcct shall be eiwn *o the order of the Supreme 
Couit where the judgment of the High Court is varied or reversed with the 
result that the Commissincr would no longer be able to withhold a refund under 
any circumstances. The decision of the Supicme Court shall be final and 
conclusive. 


§ 9. Revisionary power of the Commissioner of Income-tax (Sections 
263 St 264) — The Commissioner of Income-tax as administrative head of the 
department in his State is authorised to call for the file of any assessee and revise 
at his discretion, any order passed by an authority subordinate to him. But he 
shall not pass an .order prejudicial to the assessee. The Commissioner shall not 
also revise any order which is subject to an appeal to tie Appellate Authorities 
or which has been made more than one year ago 

The assessee can also ask the Commissioner to revise ai order passed by 
an authority subordinate to him. With a view to discourage frivolous applications, 
a fee of Rs. 25 has been prescribed. On receipt of the application, the Commis- 
1—29 
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sioner shall call for the records and pass orders as he thinks fit. But he shall 
not revise any order which is subject to an appeal to the Arpellate Authorities 
As the Commissioner has expressly been prohibited from making an order 
prejudicial to the assessee, his decision shall be final and conclusive. No 
appeal or reference shall lie from his orders. 

Section 263 empowers the Commissioner to revise within two years 
any order of the Income-tax Officer which is prejudicial to the Revenue. 
The assessee has, however, been given the right of appeal to the Appellate 
Tribunal against the Commissioner’s order of revision in exactly the same 
manner as he has the right of appeal against the Appellate Assistant Commi- 
ssioner s order. 



CHAPTER XX 

PENALTY AND PROSECUTION 


The Income-tax Act has imposed certain obligations on the assessecs. 
non-compliance of which will render them liable to be penalised and prosecuted. 
Under certain circumstances, the Department is authorised to levy a penalty 
while in other cases fines and penalties can be levied by a Magistrate in the event 
of a prosecution being launched. 

§ 1. Penalties leviable by the Department (Section 271) — Section 1 39( 1 ) 
imposes a statutory obligation on all tax-payers whose income is more than 
the non-taxable amount to submit returns of their total income, non-compliance 
of which is punishable with a penalty equal to 2% of the tax for every month 
during which the default continued with a maximum of 50% of the tax payable 
on the total income of the offender. 

Section 140A imposes a statutory obligation on all assessees who have 
submitted their returns of income to pay the amount of tax due on the basis 
of such returns which is in excess of Rs. 500 after adjustment of tax deducted 
at source or paid in advance in the accounting period. Failure to pay the amount 
within 30 days of the submission of return is punishable with a penalty of 50% 
of the amount of tax due. 

Failure to submit a return of income in response to a notice under Sections 
139(2) or 148 is punishable with a penalty equal to 2% of the tax for every month 
during which the default continued with a maximum of 50% of the tax payable 
on the total income of the offender. 

Failure to produce books of accounts called for by the Income-tax Officer 
under Section 142 (1) or to furnish evidence asked for by the Income-tax Officer 
under Section 143 (2) is punishable with a penalty equal to a minimum of 10% of 
the tax which would have been avoided if the income returned by the offender 
has been accepted as correct. The maximum amount is, however, restricted to 
50% of the tax. 

Concealment of income or deliberate mis-statement of actual income in the 
return submitted is punishable with a penalty equal to a minimum of the income 
which would have been avoided if the income returned by the offender had been 
accepted as correct. The maximum amount is, however, restricted to twice the 
amount concealed. It should be noted in this connection that the correction of 
return or the submission of a fresh return before the date of final assessment 
does not condone a deliberate omission or wilful mis-statement made in the 
original return. 
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Improper distribution of the profits of a registered firm with the object of 
returning the income of a partner below the real amount, is punishable with a 
maximum penalty of one and half times the income-tax which would have 
been avoided had the returns of income submitted by the partners been 
accepted. 

Assessment proceedings are taxing pioceedings and penalty proceedings 
are criminal proceedings in their vciy natuic ; a decision oi finding arrived at 
in the assessment pioceedings is not binding on the authority who tries the 
assessment for an o fence. It is peJectly open to the Authoi dies in the penally 
proceedings to consider the finding arrived at in the assessment proceedings 
that a particular leceipt constituted an income to i a particular assessment 
year, but they a«e not bound by that finding and wiieie any other evidence 
is produced in the penalty proceedings, it is open for them to conic to a diffeient 
conclusion, fl f. R . Vol. 34 (1958), page 98] [Bombay High Court 
decision] 

Proceedings under Section 2S (old section) of the Income-tax Act. 
1922. are penal in elwaotcr. The gist of the offence undci Section 28(l)(e) 
(old section) • , 'hat t!v' assessee has concealed the particulars of such income 
and the bunion is on the derailment to establish that the icceipt of the 

amount m d spate constitutes income of the assessee If tlieie is no evidence 
on the recoid except the explanation given by the assessee, which explana- 
tion has been found to be false, it docs not follow that the leccipi con- 
stitutes his taxable income. It would be perfectly legitimate to say that 

the mere fact that the explanation of the assessee is false does not nece- 

ssarily give rise to the inference that the disputed amount icpi events income. 

It cannot be said that the finding given in the assessment proceedings for 
determining cm computing the tax is conclusive. Howevci. it is good evi- 
dence. Befoie penalty can be imposed the entirely of circumstances must 

reasonably point to the conclusion, that the disputed amount represented 
income and that the assessee had consciously concealed the particulars of 
his income or had dehbciatel) furnished inaccuiate paiticulais 

While making an assessment on the respondent (Anwar Ah) for the 
assessment year 1947-48. the Income-tax officer discoveicd an undisclosed 
bark account of the lespondent in which a cash deposit of Rs. 87.000 had 
been made. Accoiding to the respondent’s explanation that sum represented 
diverse amounts entiusted to him by his i datives who had got panicky du- 
ring the communal riots in Bihar in 1946. The Income-tax Officer rejected 
the explanation and bu ught the sum of Rs. 87,000 to tax as his income 
from undisclosed souiccs. Thereafter, penalty of Rs. 66,000 was imposed 
on the respondent under Section 28(1 )<c) (old section) of the Income-tax 
Act, 1922, for concealment of particulars of his income On appeal the 
Tribunal held that no penalty could be imposed on the ground that onus 
lay upon the department to show by adequate evidence that the amount 
of cash was of a revenue nature and that the respondent had concealed it 
and that that onus was not discharged by showing merely that respondent's 
explanation was found to be unaceptable : the Iucomc-tax Officer had to 
find some material apart from the falsity of the respondent’s explanation 
to support his finding that the receipt from undisclosed sources was income. 
On a reference, the High Court held that the income-tax authorities were 
not justified in imposing a penalty under Section 28(1 )(c) (old section). On 
appeal to the Supreme Court, it was held affitming the decision of the High 
Court, that in the absence of cogent material evidence, apart from the fal- 
sity of the respondent’s explanation, from which it could be inferred that 
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the respondent had concealed the particulars of his income or had deliberate- 
ly furnished inaccurate particulars m respect of the source and that the dis- 
puted amount was a revenue receipt, the penalty could not be imposed. 
[I.T.R., Vol. 76 (1970) page 696]. 

Penalties are always leviable in addition to the income-tax normally payable 
by the offender. When a penalty has been imposed under Section 271, a 
notice of demand should be served on the assessee under Section 156 and if he is 
not satisfied, he can appeal within 30 days of the receipt of the demand notice to 
the Appellate Assistant Commissioner 

In all cases of penalty proceedings (imposing penalties exceeding Rs. 1,000) 
under Section 271 (1) (c) (in), the Income-tax Officer must have the previous 
approval of the Inspecting Assistant Commissioner. Moreover, no order shall 
be passed unless the assessee or the partner has been given a reasonable oppor- 
tunity of explaining his position. No prosecution can be institute in respect 
of the same facts on which a penalty has been imposed 

Section 272 imposes a statutory obligation on persons discontinuing 
business, profession or vocation to give notice of such discontinuance within 
15 days tKrev f non-compliance of which is punishable with a maximum penalty 
of a sum equal and in addition, to the income-tax finally levied. 

Section 177 enacts that wheie any business, profession or vocation earned 
on by a firm or an association of peisons has been discontinued or dissolved, 
each partner or member is liable jointly and seveially for the tax assessed 
in addition, to his personal assessment, if any. 

Section 94 empowers the Income-tax Officers to call for certain particulars 
to examine whether an> tax has been avoided by sale of securities and shares 
with the option oi re-buying them F ail ? re to comply with any of these requisi- 
tions will render the assessee liable under Section 270 to an initial penalty up to 
Rs. 500 plus a furthei penalty of the like amount for every day of the default after 
the imposition of the initial penalty 


Section 221 empowers the Income-tax Officer^ to impose a penalty 
where the tax demanded has not b*en paid within the prescribed time and 
in the case of continuous default the penaltv may be enhanced fiom time to time 
up to the amount of arrear demand 

$ 2. Penalties leviable r n prosecution before a Magistrate (Sections 

276 to 279) — The following offences aie punishable on conviction with a fine 
of Rs. 10 pei day of detail It— 

(1) Failure to giant inspection oi to allow copies to be taken from 
registers maintained foi shai e-holders, dcbcntuie-holdcrs, etc ot a company 
(Section 134). 


(2) Failure to furnish in due umc the following letuins— 

(a) Return of the names and addresses of the paitpcis of a firm and their 
tespective shares, or the members of a Hindu undivided family ; or of the bene- 
fictarics of a trustee, guardian etc. (Section 133 (1), (2) & (3)] ; 


(b). Return of the persons, to whom lent, 
royalty, brokerage or annuity of more than Rs 400 


mieiest, commission, 
has been paid [Section 
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(c) Return of the names and addresses of the persons on whose behalf 
any dealer, broker, or agent has sold or bought in a Stock or Commodity 
Exchange [Section 133 (5)] ; 

(d) Return of total income in compliance with the special notice issued 
under Section 139 (2) ; 

(e) Return of employees to whom salary of more than Rs. 3,400 has been 
paid and the amount of tax deducted in respect thereof (Section 206 — Due date 
30th April each year) ; 

(f) Return of persons to whom dividends of more than Rs. 5,000 has been 
paid (Section 285 — Due date 15th June each year) ; 

(g) Return of persons to whom interest of more than Rs. 400 has been 
paid (Section 286 — Due date 15th June each year). 

(3) Failure to produce books of accounts or documents asked for by the 
Income-tax Officer under Section 142 (I). 

(4) Failure to deduct and pay tax as required by the provisions of 
Chapter XVII-B (Sections 192 to 206). 

(5) Failure to deduct and pay arrear of tax from salary asked for by the 
Income-tax Officer under Section 226 (2). 

(6) Failure to furnish certificates of deduction of tax in respect of salary. 
Interest on securities, dividends etc. as required by Section 203. 

Deliberate mis-statement in any verification clause of any of the forms 
prescribed under the Act or rules made thereunder is punishable on conviction 
with simple imprisonment which may extend to six months or with a fine upto 
Rs. 1,000 or with both. Any person who abets or induces any other person in 
any manner to make and deliver false account, statement, or declaration is also 
punishable on conviction with simple imprisonment which may extend to six 
month? or with a fine upto Rs. 1 ,000 or with both. 

No prosecution can be instituted for any of the above offences without the 
approval of the inspecting Assistant Commissioner who is also empowered to 
compound such offences even after prosecution has been launched. 

§ 3. Judicial Proceedings [Sections 131, 132 and 255 (6)]— Although 
Section 288 permits an assessee to be represented by an authorised represen- 
tative, it does not exempt him from being summoned by the Income-tax 
Authorities if they consider the assessee’s personal attendance necessary. 
The Income-tax Officer, Appellate Assistant Commissioner, Commissioner and 
the Appellate Tribunal have been empowered— (1) to enforce the attendance 
of any person (including any Officer of a Banking Company) and examine him 
on oath or affirmation ; (2) to compel the production of documents ; (3) to issue 
commissions for examination of witnesses. These proceedings shall be deemed 
to be “judical proceedings” as covered by Sections 193, 196 and 228 of the 
Indian Penal Code. The penalities for disobeying the summons issued under 
the Income-tax Act are the same as those for disobeying the summons issued 
by a Civil Court. In addition, the Income-tax Authorities can impose a fine 
not exceeding Rs. 5,000. The relevant sections of the Indian Penal Code are 
as follows— 
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193. Whoever intentionally gives false evidence, in any state of a 
judicial proceeding, or fabricates false evidence for the purpose of being used 
in any stage of a judicial proceeding shall be punished with imprisonment of 
either description a term which may extend to seven years and shall 
also be liable to fine ; and whoever intentionally gives oi fabricates false 
evidence in any other case, shall be punished with impusonment of either 
description for a term which may extend to three years and shall also be liable 
to fine 

196 Whoever corruptly uses or attempts to use as true or genuine evidence, 
any evidence, which he knows to be false or fabricated shall be punished in the 
same manner as if he gave or fabricated false evidence 

228 Whoever intentionally offers any insult or causes any interruption 
to any public servant while such public servant is sitting in any stage of 
judicial proceeding, shall be punished with simple imprisonment for a term 
which may extend to six months or with fine which may extend to one thousand 
rupees, oi with both 

The Income tax Officer can also impound and retain in his possession any 
books of accounts ot other documents produced bciore him To guard against 
abuse of power the law provides that if the Income-tax Officei desnes to retain 
the books for moic than 15 days, then he must obtain prior approval of the 
Commissionci The Income-tax Officer must, however in all cases record in 
writing his reason for retaining the books to enable the assessees to approach 
highei authonties lor redress, if they so desire 

Additional powers have been granted to the Income-tax Officer to enter 
and search any place of business, to sci/c any books of accounts or documents, 
to place mark of identification on any such books of accounts and to make an 
inventory of anything found in the course of search which will be useful 
for any proceedings under the Act 

Since by the exercise of the povvei under Section H2 of the Income- 
tax Act, 1961 a serious invasion is made upon the rights, privacy and free- 
dom of the taxpayer, the power must be exercised strictly in accordance with 
the law and only for the purposes for which the law authorises it to be 
exercised If the action of the officer issuing the authorisation or of the desig- 
nated officer is challenged, the officer concerned must satisfy the court 

about the regularity of his action If the action is maliciously taken or 

power under the section is exercised for a collateral purpose, it is liable 
to be struck down by the court If the conditions loi the exercise of the 

power are not satisfied the proceeding is liable to be quashed But where 

power is exercised bonafidc , and in furtherance ol the statutory duties of 
the officers, any error of judgment on the part ot theofficeis will not vitiate 
the exercise of the pow'er Where the Commissioner entertains the requisite 
belief and for reasons recorded by him authorises a designated officer to 
enter and search premises for books of account and documents relevant to 
or useful for any proceeding under the Act, the couit, in a petition by an 
aggrieved person, cannot be asked to substitute its own opinion whether 
an order authorising search should have been issued Any irregularity in 
the course of entry, search and seizure committed by an officer acting in 
pursuance of the authorisation will not be sufficient to vitiate the action 
taken provided the officer has, in executing the authorisation, acted bonafide. 
[I.T.R. Vol. 74 (1969), page 836] (Supreme Court decision]. 
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§ 4. Disclosure of iofonnatioo by (he Income-tax Authorities (Se cti o n s 
138 6 280)— Income-tax returns and statements are confidential at between the 
assessee and the Income-tax Department, the breach of which is punishable with 
imprisonment up to six months and a fine at the discretion of the court. 
The intention is to encourage the assessee to make a full and true disclosure of 
all relevant facts within his knowledge, knowing that any statement made by 
him will not subsequently be used against him. But the particulars may be 
disclosed to such persons only who act in the execution of the Act itself, 
as also under certain circumstances provided in the sections. No prose-* 
cution shall, however, be instituted without the previous approval of the 
Commissioner. 





CHAPTER XXI 


COLLECTION AM) RECOVFRY Of T\\ 


1. Deduction of tax at source : 


(a) Salary (Section 192) \n\ peiton rc»p >•)■* bit 'or ptyirm Salane-.” 

dull At the time ot payment deduct income 1 1 \ on tik amount p ruble at the 
average rate applicable to the estimated tot d annu il income nl the dssCsxee under 
this head (lot det ided div.uv>ion icier to Chapter VII 6l 


(b) Interest on Securities (Section 19)) \n\ person responsible tor 

paying my ou-r thugeable as Inures' on se.um.es mi, I, deduct momc- 
1 i\ at presumed t’cs at the tim' ot pivmen' of such interest (For detailed 
discussion refer to Chapter VIII 4) 


(c) Dividends (Section 194) 71k 01 nciptl oflit.i d t company which 
has nude presuibed rangements tor payment ot dividend n India shall deduct 
income-tax at the prescribed kites at the time ot payment ol such dividend 
(I or detailed discuss on refci to Chapter Xll % 2) 

(d) Interest excluding “interest on securities” (Section 194A)— 

Partneiship Turns \ssociation of peisons Companies and otlui corporate 
organisations winch pay to a resident inv inteiest (excluding interest on 
sccunties) shall deduct income tax at the time ol ciedu of such inteiest oi at 
the time ot payment theieot in cish o by issue ol a cneque or draft or by any 
other meulc The deduetion shall be made in isspcct ot payments effected aftei 
1st October 1967 </ 10°,; per mpee in the ease of ai individual and 20°; in the 
case ol a company The deduction shill not be made in the following cases— 

(It lithe imount pud or < reditcd iftei IstOctobei I96"? at any one time 
docs not exceed Rs 400 

(2) If the payment is effected to any B inking Company Co-operative 
Society i manual C orporation Life Insurance ( oiporation Lj nit Trust 
of India and similar oigamsitions excluded bv the Central Govern- 
ment 

(3) If the recipient (othei than a company or a Registered firm) lurmsh 
an affidavit or a statement m writing dcclaung that his estimated 
total income assessable for the assessment year next following the 
financial year in which the interest is credited oi paid will be less than 
the minimum liable to income-tax The statement shall bear an 
attestation by a "Gazetted Officer’ to the effect that the person who has 
signed. the statement is known to him 

(e) Other Sums (Section 195) -Any person tesponsible for payment to 
non-residents of any interest, rent, brokerage commission or any other sum 
chargeable to Indian Income-tax. shall deduct income-tax at the prescribed 
tales at the time of payment of such sum (For detailed discussion refer to 

Chapter XXII 5) 

1-30 
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§ 2. Rates for deduction of tax at source : 

The rates for the accounting year 1st April 1969 to 31st March 1970 
(Assessment year 1970-71) and 1st April 1970 to 31st March 1971 (Assess- 
ment year 1971-72) are as follows— 

Rate of Rate of 

Income-tax Surcharge 

1. In the case of a person other than a 

company- 

fa) where the person is resident — 

(i) on income by way of interest other than 10 per cent Nil 
“interest on securities” 

(ii) on any other income (excluding interest 20 per cent 2 per cent 
payable on a tax-free security) 

(b) where the person is not resident in 
India — 

(i) on the whole income (excluding interest Income-tax at 30 percent and 

payable on a tax-free security). surcharge at 3 per cent of the 

amount of the income 
or 

income-tax and surcharge on 
income-tax in respect of the 
income at the rates prescribed 
in Paragraph A of Part III of 
this Schedule, if such income 
had been the total income, 
whichever is higher ; 

(ii) On the income by way of interest 15 per cent l - 5 percent 
payable on a tax-free security. 

2. In the case of a company — 

(a) where the company is a domestic 
company — 

(i) on income by way of interest other 20 per cent Nil 

than “interest on securities” 

(ii) on any other income (excluding inter- 22 per cent Nil 

est payable on a tax-free security) 

(b) where the company is not a domestic 
company — 

(i) on the income by way of dividends 14 per cent Nil 

payable by an Indian company as is 

referred to in clause (a) (i) of sub- 
section (1) of Section 80M of the 
Income-tax Act. 

(ii) on the income by way of dividends 24 5 per cent Nil 

payable by any domestic company 

other than a company referred to in 
(i) hereinabove. 
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Rate of Rate of 

Income-tax Surcharge 

(iii) on the income by way of royalties 50 per cent Nil 
payable by an Indian concern in pur- 
suance of an agreement made by it 

with the Indian concern after the 
31st day of March, 1961, and which 
has been approved by the Central 
Government. 

(iv) on the income by way of fees payable 50 per cent Nil 

by an Indian concern for rendering 

technical services in pursuance of an 
agreement made by it with the 
Indian concern after the 29th day of 
Fcbruaiy. 1964, and which has been 
apr ■ 1 by the Central Government. 

(v) n the inomc by way of mterc-t 44 per cent Nil 

payable on a tax-free security 

(vi) on any other income 70 per cent Nil 

“Domestic company" [Section 80B (2)] means an Indian company or any 
other non-Indian company which, in respect of its income is liable to income-tax 
under the Income-tax Act. 1961 for the assessment year commencing on the 1st 
day of April, 1966 onwards, has made the prescribed arrangements for the 
declaration and payment within India of the dividends payable out of such 
income in accordance with the provisions of Section 194 of that Act. 

§ 3. Advance payment of Tax (Section 207 to 219) — If the last assessed 
total income of an assessec exceed the maximum non-taxable income by Rs. 2,500 
[i.e., for the Assessment year 1968-69 Rs. 6,500 for an individual and Rs. 9,500 
for a Hindu undivided family having at least 2 male members of more than 18 
years old (neither of whom is a lineal descendent of the other)] and include any 
income other than salary, interest on securities and dividends, then he will be 
liable to pay quarterly (1st June, 1st September, 1st December and 1st March) 
income-tax in respect of the “untaxed income". If the “previous year” 
ends between the 1st January and the 30th April of any year, the advance 
tax will be payable in three instalments instead of four and the dates will be 1st 
September, 1st December and 15th March following the “previous year”. The 
tax shall be calculated proportionately at the rates in force in the financial year 
in which the asscssee is required to pay. The year in respect of which the tax is 
to be paid is his own “previous year” for the next year’s assessment. Thus if 
his year ends on the 31st December, he shall pay the tax in advance during 
1967-68 on the basis of his last assessed total income and when the assessment 
for 1968-69 in respect of his income for the year ended 31st December, 1967 is 
made, he will be credited with the advance tax paid during 1967-68. If any of 
the sources of income in respect of which the advance payment is demanded by 
the Department ceases or if the asscssee estimates a reduced income from any of 
those “untaxed sources” then he is at liberty to estimate his own total income 
for the year and pay tax on that basis. But if his estimate falls short of 75% 
of tax determined on regular assessment, he will be liable to pay a penal interest 
at 9% per annum on the difference from the first day of January of the financial 
year in which the tax is paid to the date of regular assessment. No penal 
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interest is, however, payable where the assessee chooses to pay on the basis of 
his last assessed income even if the tax determined on regular assessment is much 
greater. 

With effect from 1st April, 1 969 the basis of payment of advance tax was 
radically altered. From 1st April, 1969 advance tax is not payable if the total 
income does not exceed the following limits — 


(a) In the case of a Company or a local authority Rs. 2,500 

(b) In the case of a Registered Firm 30,000 

(c) In the case of a non-resident individual 

(male or female) 5,000 

(d) In the case of all other assessees 10,000 


In addition, the amount of advance tax calculated on the total income should 
be reduced by the full amount of tax deductible at source on the gross income 
under the heads salary, interest on securities, dividends etc. The amount of 
advance tax thus calculated should be paid in three instalments (15th June, 15th 
September and 15th December) if the “previous year” ends befoic 31st December 
and in all other cases the due dates will be 1 5th September, 15th December and 
15th March. 


Advance tax payable by a Resident Individual — married having more than 
one dependent child — during the period 1 .4.70 to 31.3.71 (Assessment year 1971-72) 
should be calculated on the basis of last completed assessment as follows— 


Business income for the year ended 
31st March, 1970 

Gross interest on securities received during 
the year ended 31st March, 1970 

Less : Interest paid on borrowings 

Gross Rupee dividends 

Less : Exempted (Section SOL) 


Rs. 16,000 

Rs. 5,000 

2.000 3.000 

Rs. 2,000 1.000 

1.000 


Total Income Rs. 20,000 

Income-tax payable on total income 


of Rs. 20,000 (as per page 239) 
Surcharge (a 10% of Rs. 2,500 


Less: Income-tax deductible on 
interest on Securities Rs. 
and gross dividends Rs. 
i.e. Rs. 7,000 @22% 

Net advance tax payable 


Rs. 2,500 
250 


Rs. 2,750 

gross 

5.000 

2.000 

1,540 


Rs. 1,210 


The amount is payable in 3 equal instalments on the 15th September 1970, 
15th December. 1970 and 15th March, 1971. 
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Paragraph A 

In the case of every individual or Hindu undivided Family or unregistered 
mm or other associations of persons or body or individuals whether incorpo- 
rated or not, or every artificial juridical person referred to in sub-clause (vis) 
of clause (31) of Section 2 of the Income-tax Act, 1961. 

The rates at which the tax should be paid in advance during 1st April 1969 
to 31st March 1970 (Assessment year 1970-71) are as follows — 


(1) Where the total income does 
not exceed Rs. 5,000. 

(2) Where the total income exceeds 
Rs. 5.000 but docs not exceed 
Rs. 10,000. 

(3) Where the total income exceeds 
Rs. 10,000 but docs not exceed 
Rs 15,000. 

(4) Wl.cc the total income exceeds 
Rs. 15.000 but does not exceed 
Rs. 20,000. 

(5) Where the total income exceeds 
Rs. 20,000 but docs not exceed 
Rs. 25,000. 

(6) Where the total income exceeds 
Rs. 25,000 but does not exceed 
Rs. 30,000. 

(7) Where the total income exceeds 
Rs. 30,000 but docs not exceed 
Rs. 50.000. 

(81 Where the total income exceeds 
Rs. 50.000 but does not exceed 
Rs. 70,000. 

(9) Where the total income exceeds 
Rs. 70,000 but docs not exceed 
Rs. 1.00.000. 

(10) Where the total income exceeds 
Rs. 1.00,000 but does not exceed 
Rs. 2.50.000. 

(11) Where the total income exceeds 
Rs. 2.50.000. 


Rates of income-tax. 

5 per cent of the total income ; 

Rs. 250 plus 10 per cent of the 
amount by which the total income 
exceeds Rs. 5.000 : 

Rs 750 plus 17 per cent of the 
amount by which the total income 
exceeds Rs. 10.000 ; 

Rs. 1,600 plus 23 per cent of the 
amount by wh'Ch the total income 
exceeds Rs. 15.000 ; 

Rs. 2.750 plus 30 per cent of the 
amount by which the total income 
exceeds Rs. 20.000 ; 

Rs. 4.250 plus 40 per cent of the 
amount by which the total income 
exceeds Rs. 25,000 ; 

Rs. 6.250 plus 50 per cent of the 
amount by which the total income 
exceeds Rs. 30,000 , 

Rs. 16.250 plus 60 per cent of the 
amount by which the total income 
exceeds Rs. 50.000 ; 

Rs. 28.250 plus 65 per cent of the 
amount by which the total income 
exceeds Rs. 70,000 ; 

Rs. 47.750 plus 70 per cent of the 
amount by which the total income 
exceeds Rs. 1 .00.000 ; 

Rs. 1.52.750 plus 75 per cent of the 
amount by which the total income 
exceeds Rs. 2.50.000 ; 


Provided that in the case of a person not being a non-resident individual 
(male or female) the amount of income-tax computed at the rates hereinbefore 
specified shall be reduced by- 

fa) Rs. 125 in the case of an unmarried individual (male or female). 

(b) Rs. 200 in the case of a married individual (male or female) 
who has no child. 

(c) Rs. 220 in the case of a married individual (male or female) who 
has one child mainly dependent on him or her. 

(d) Rs. 240 in the case of a married individual (male or female) who 
has more than one child mainly dependent on him or her. 
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In the case of a married individual (male or female) whose spouse has a 
total income exceeding Rs. 4,000, the amounts of Rs. 200, Rs, 220 and Rs. 240 
should, however be reduced to Rs. 125, Rs. 145 and Rs. 165 respectively. 

No income-tax is deductible on a total income which is less than Rs. 4000. 
To explain if the total income for the year ending 31st March, 1970 (Assess- 
ment year 1970-71) is Rs. 3,900 income-tax deductible shall be NIL, although 
income-tax on Rs. 3,900 @ 5% is Rs. 195 less personal allowance of Rs. 125 
will be Rs. 70 in the case of an unmarried individual (male or female). 

In addition, income-tax deductible shall not exceed 40% of the amount 
by which the total income exceeds Rs. 4,000. To explain, if the total income 
of an unmarried individual assessee (male or female) is Rs. 4.050 the amount 
of income-tax deductible on Rs. 4,050 m 5% i.e. Rs. 202 50 less personal 
allowance of Rs. 125 will be Rs. 77 50, but the amount shall be restricted to 
40% of Rs 50 i e. Rs. 20. 

In addition to spouse and children allowance dependent parents and 
grandparents (having annual income of less than Rs. 1.000) allowance shall 
be allowed at the late of Rs. 20 if the total income of the individual (male or 
female) is less than Rs. 10.000. To explain, if the total income of the individual 
(male or female) is less than Rs. 10.000 then in calculating the amount of 
income-tax the following amounts shall be deducted — 

(a) Rs. 125 plus Rs. 20 i.e. Rs. 145 for an unmarried individual 
(male oi female) having dependent parents. 

(b) Rs. 200 plus Rs. 20 i.e. Rs. 220 for a married individual (male 
or female) having dependent parents. 

(c) Rs. 220 plus Rs. 20 i.e. Rs. 240 for a married individual (male 
or female) having one dependent child in addition to dependent 
parents. 

(di Rs. 240 plus Rs. 20 i.e. Rs. 260 for a married individual (male 
or female) having more than one dependent child in addition 
to dependent parents. 

In the case of a mairied individual (male or female) whose spouse 
has a total income exceeding Rs. 4.000. the amounts of Rs. 220, Rs. 240, 
and Rs. 260 should, however, be reduced to Rs. 145, Rs. 165 and Rs. 185 
respectively. 


Surcharge on Income-tax. 


The amount of income-tax calculated after adjustment of personal 
allowance, spouse allowance, children allowance and parents allowance 
(where applicable) shall be increased by a surcharge at the rate of 10% 
of such income-tax. It has been explained fully in the illustrations. 
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The rates at which the tax thwld be paid in advance during 1st April* 1970 
to 31st March, 1971. (Assessment year 1971-72) are as follows — 

Rates of Income-tax. 


(1) Where the total income does not 
exceed Rs. 5,000. 

(2) Where the total income exceeds 
Rs. 5,000 but does not exceed 

Rs. 10.000 

(3) Where the total income exceeds 
Rs. 10,000 but does not exceed 
Rs. 15,000. 

(4) Where the total income exceeds 
Rs. 15,000 but does not exceed 
Rs 20.000. 

(5) Where the total income exceeds 
Rs. 20,000 but does not exceed 
Rs. 25,000. 

(6) Where the total income exceeds 
R . ^ ' .000 but docs not exceed 
Rs. 30,oo0. 

(7) Where the total income exceeds 
Rs. 30,000 but does not exceed 
Rs. 40,000. 

(8) Where the total income exceeds 
Rs. 40,000 Out does not exceed 
Rs. 60,000. 

(9) Where the total income exceeds 
Rs. 60,000 but does not exceed 
Rs. 80,000. 

(10) Where the total income exceeds 
Rs. 80,000 but does not exceed 
Rs. 1,00,000. 

(11) Where the total income exceeds 
Rs. 1,00,000 but docs not exceed 
Rs. 2,00,000. 

(12) Where the total income exceeds 
Rs. 2,00,000. 


Nil; 

10 per cent of the amount by 
which the total income exceeds 
Rs. 5,000 ; 

Rs. 500 plus 17 per cent of the 
amount by which the total income 
exceeds Rs. 10,000 ; 

Rs. 1,350 plus 23 per cent of the 
amount by which the total income 
exceeds Rs. 15,000 ; 

Rs 2,500 plus 30 per cent of the 
amount by which the total income 
exceeds Rs. 20,000 ; 

Rs. 4,000 plus 40 per cent of the 
amount by which the total income 
exceeds Rs. 25,000 ; 

Rs. 6,000 plus 50 per cent of the 
amount by which the total income 
exceeds Rs. 30.000 ; 

Rs. 11,000 plus 60 per cent of the 
amount by which the total income 
exceeds Rs. 40,000 ; 

Rs. 23,000 plus 70 per cent of the 
amount by which the total income 
exceeds Rs 60,000 ; 

Rs. 37,000 plus 75 per cent of the 
amount b> which the total income 
exceeds Rs. 80,000 ; 

Rs. 52,000 plus 80 per cent of the 
amount by which the total income 
exceeds Rs. 1,00,000 ; 

Rs. 1.32.000 plus 85 per cent of 
the amount by which the total 
income exceeds 2,00.000 ; 


No income-tax is payable on a total income which is less than Rs. 7,000 
if the usscssec is a Hindu undivided family basing at least two male members 
of more than 18 years old (neither of whom is a lineal descendant of the 
other). To explain if the total income of the Hindu undivided family for 
the year ending 31st March, 1971 (Assessment year 1971-72) is Rs. 6,900, 
income-tax payable shall be NIL although income-tax payable in accordance 
with the table above will be as follows : 


Rs. 5.000 Nd Nil 

1,9C0 10" o Rs. 190 


Rs. 190 


In addition, income-tax payable by a Hindu undivided family shall 
not exceed 40% of the amount by which the total income exceeds Rs. 7.000 
To explain if the total income of a Hindu undivided family is Rs. 7.050 
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income-tax payable shall not exceed 40% oi Rs. 50 (Rs. 7,050 lew Rs. 7,000) 
i.e. Rs. 20 although the amount payable in accordance with the table above r 

will be as follows : 

Rs. 5,000 Nil Nil 

?nsn ui 10 „ Rs. 205 


Surcharge on Income-tax 

The amount of income-tax computed at the rates hereinbefore speci- 
fied shall be increased by a surcharge for purpose of the Union calculated 
at the rate of ten per cent of such income-tax. 

Paragraph B 

In the case of every Co-operative Society — 

The rates at which the tax should be paid in advance during 1st April 1969 
to 31st March 1970 (Assessment year 1970-71) and 1st April 1970 to 31st March 
1971 (Assessment year 1971-72) are as follows - 

Rates of income-tax 

(U Where the total income does 15 per cent of the total income; 
not exceed Rs. 10,000. 

(2) Where the total income exceeds Rs. 1,500 plus 25 per cent of the 

Rs. 10,000 but does not exceed amount by which the total income 
Rs. 20,000. exceeds Rs. 10,000 ; 

(3) Where the total income exceeds Rs. 4.000 plus 40 pei cent of the 

Rs. 20,000. amount by which the total income 

exceeds Rs. 20,000 ; 

Surcharge on Income-tax 

The amount of income-tax computed at the rates hereinbefore specified 
shall be increased by a surcharge for purposes of the Union calculated at the 
rate of ten percent of such income-tax. 

Paragraph C 

In the case of every Registered Firm— 

The rates at which the tax should be paid in advance during 1st April, 1969 
to 31st March 1970 (Assessment year 1970-71) and 1st April 1970 to 31st March 
1971 (Assessment year 1971-72) are as follows— 

Rates of income-tax 

(1) Where the total income does Nil ; 
not exceed Rs. 10,000. 

(2) Where the total income exceeds 4 per cent of the amount by which 
Rs. 10,000 but does not exceed the total income exceeds Rs. 10,000 ; 
Rs. 25,000 

(3) Where the total income-exceeds Rs. 600 plus 6 per cent of the 

Rs. 25,000 but does not exceed amount by which the total iocome 
Rs. 50,000. exceeds Rs. 25,000 ; 
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(4) When the total income exceeds Rs. 2,100 plus 12 per cent of the 

Rs. 50,000 but does not exceed amount by which the total income 
Rs. 1,00,000. exceeds Rs. 50,000 •, 

(5) Where the total income exceeds Rs. 8,100 plus 20 per cent of the 

Rs. 1,00,000. amount by which the total income 

exceeds Rs. 1,00,000; 

Surcharge on Income-tax. 

The amount of income-tax at the rates hereinbefore specified shall be 
increased by the aggregate of surcharges for purposes of the Union calculated as 
specified hereunder— 

(a) in the case of a registered firm whose total income included income 
derived from a profession carried on by it and the income so included is not 
less than fifty-one per cent of such total income, a surcharge calculated at 
the rate of ten per cent of the amount of income-tax computed at the rates 
hereinbefore specified ; 

(b) hi t';» case of any other registered firm, a surcharge calculated at the 
rate of twenty per tent of the amount of income-tax computed at the rates 
hereinbefore specified ; and 

(c) a special surcharge calculated at the rate of ten per cent of the 
aggregate of the following amounts, namely — 

(i) the amount of income-tax computed at the rates hereinbefore specified ; 

and 

(ii) the amount of the surcharge calculated in accordance with clause 
(a), or as the case may be. clause (b) of this sub-paragraph 

Paragraph D 

In the case of every local authority— 

The rates at which the tax should be paid in advance during 1st April, 
1969 to 31st March 1970 (Assessment year 1970-71) and 1st April 1970 to 31st 
March 1971 (Assessment year 1971-72) are as follows— 

Rate of income-tax 

On the whole of the total income s 0 per cent 


Surcharge on Income-tax 

The amount of income-tax computed at the rate hereinbefore specified 
shall be increased by a surcharge for purposes of the Union calculated at the 
rate of ten per cent of such income-tax. 

Paragraph E 

In the case of the Life Insurance Corporation of India established under 
the Life Insurance Corporation Act, 1956 — - 
1—31 
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The rates at which the tax should be paid in advance daring 1st April 1969 
to 31st Match 1970 (Assessment year 1970-71) and 1st April 1970 to 31st March 
1971 (Assessment year 1971-72) are as follows— 

Rates of income-tax 

(i) on that part of its total income 52' 5 per cent 
which consists of profits and 

gains from life insurance busi- 
ness. 

(ii) on the balance, if any. of the the rate of income-tax applicable, 

total income in accordance with Paragraph F 

of this Part, to the total income 
of a domestic Company which is 
a company in which the public 
are substantially interested. 


Paragraph F 


In the case of a company, other than the Life Insurance Corporation of 
India established under the Life Insurance Corporation Act, 1956 — 

The rates at which the tax should be paid in advance during 1st April 1969 
to 31st March 1970 (Assessment year 1970-71) and 1st April 1970 to 31st March 
1971 (Assessment year 1971-72) are as follows— 

In the case of a domestic company. Rates of income-tax 

(1) Where the company is a com- 
pany in which the public are 
substantially interested, — 

(ij in the case where the total in- 45 per cent of the total income, 
come does not exceeds Rs. 50,000 

(ii) in the case where the total 55 per cent of the total income, 

income exceeds Rs. 50,000 

(2) Where the company is not a 
company in which the public 
are substantially interested, — 

(i) in the case of an industrial company 

(a) on so much of the total 55 per cent 

income as does not exceed 

Rs. 10,00,000. 

(b) on the balance, if any, of the 60 per cent 
total income. 


(ii) in any other case 


65 per cent of the total income 
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provided that the income-tax payable by a domestic company, being a 
company in which the public are substantially interested, the total income of 
which exceeds Rs. 50,000, shall not exceed the aggregate of— 

(a) the income-tax which would have been payable by the company if its 
total income had been Rs. 50.000 (the income of Rs. 50,000 for this purpose 
being computed as if such income included from various sources in the 
same proportion as the total income of the company) ; and 

(b) 80 per cent of the amount by which the total income exceeds 

r AAA ' 


II. In the case of a company other than a domestic company — 

(i) on so much of the total income 
as consist of 

(a) royalties received from an Indian 
-o... ei m in pursuance of an agree- 
ment made by it with the Indian 
concern after the 3 1st day of 
March, 1961, or 

(b) fees for rendering technical ser- 
vices received from an Indian 
concern in pursuance of an 
agreement made by it with the 
Indian concern after the 29th 
day of February. 1964, 

and 

where such agreement has, in 
either case, been approved by 
the Central Government 50 per cent 

(ii) on the balance, if any, of the 

total income. 70 per cent 


§ 4. Demand notice on regular assessment (Sections 156 and 220) — 

In addition to making an assessment, the Income-tax Officer is responsible for 
collecting all demands resulting from his own order or that of higher authorities 
in an appeal or review or for a penalty imposed. As soon as an assessment is 
complete, the Income-tax Officer shall serve upon the assessee a demand notice 
specifying the amount payable by way of tax or penalty. 

Failure to pay the tax or penalty specified on a demand notice within 35 
days will make'the person liable to be “deemed to be in default” except where 
(i) either the person has presented an appeal, or (ii) the person has been 
assessed in respect of income arising outside India in a country the laws of 
which prohibit or restrict the remittance of money to India, In the former case, 
if the Income-tax Officer is satisfied that the appeal involves a really conten- 
tious issue, he may postpone the collection of the disputed portion of the tax. 
In the latter case, the person will not be treated as in default in respect of the 
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proportionate amount of tax applicable to such foreign income so long as the 
prohibition or restriction is not removed. Intentional non-payment of tax on or 
before the due date leaves the assessee open to the imposition of a penalty as 
great as the amount of tax due from him. 

Income-tax Officers can attach debts due from any person to an assessee 
who is in default in making payment [Section 226 (3)]. Any amount paid by a 
person in compliance with the Income-tax Officer '$ order is a sufficient discharge 
of his liability to the assessee. If the person concerned does not pay the amount 
to the Income-tax Officer, further proceedings may be taken against him as if the 
attachment were made by the Collector. 



CHAPTER XXII 

LIABILIIY OF A NON RESIDENT INDIVIDUAL 

§1. Determination of status — Section 6 enumeiates three alternative 
conditions under which an individual would be treated as “Resident”. An 
individual who does not conform to any of these conditions would necessarily 
be treated as “non-Resident” for tax purposes. 

An individual is “Resident” in India in any fiscal year (i.e., April — March) 
ifhe(l) says in India for 182 days or more in the year, (2) maintains a 
dwelling house for him for 182 days or more and is physically present in India 
for 30 days or more in that year, (3) stays for 365 days •more during four 
years (April — March) preceding that year and is phys cally present in India 
for 60 Jays or more in that year. 

Mr Adam resides in Calcutta during 1st April, 1969 to 31st May, 1969 
and then leaves for Colombo. He would be Heated as “Non-Resident” for the 
Assessment year 1970-71 as his physical presence in the country was kss than 
182 days during the period 1st April, 1969 to 3 1st March, 1970 (condition 1) 
But he may be treated as ‘ Resident” it' he continues to maintain his dwelling 
house till the 30th September or any other subsequent date (condition 2). He 
may also be treated as “Resident” if he had stayed in the country fore more 
than 365 days during the period 1st April, 1965 to 31st March, 1969 (condition 3). 

Maintenance of a dwelling house (condition 2) does not necessarily mean 
that it should be owned by the individual, but it must be available for his 
occupation at any time during the year. Maintenance of a house for any member 
of his family or his friend will not be covered by this condition on the other 
hand, if he has a regular reservation of a room for himself in a hotel, he can be 
said to have maintained for him a dwelling place. Maintaining a house or 
setting up an establishment is not identical with owning or contracting to buy an 
unfurnished house. The question of ownership of a house is not at all necessary 
for the purpose of determining residence in as much as a tenant can also 
maintain a dwelling place for him. Finally, the word “Resident” indicates a 
personal quality and is not descriptive of a person’s property. 

§2. Scope of taxation — Anon-resident is liable to pay tax in India in 
respect of income which accrues or is deemed to accrue or arise in India 
(irrespective of the place of receipt) He is also liable in respect of income 
received or deemed to have been received in India (irrespective of the place of 
accrual). Interest on Bonds issued by the Central Government under loan 
agreements with the International Bank for Reconstruction and Development has 
been exempted from taxation in the hands of a non-resident. The interest will 
not be included in computing the total income of the non-resident. 

The word “accrue** connotes the idea of accumulation of income on de die 
in diem basis, whereas the word “arise” connotes the idea of the growth of 
income with a tangible shape of its receivability. To illustrate, when a loan is 
issued by the Government on tap i.e., the purchase price of the loan payable by 
ft subscriber is increased by certain per cent per week representing the interest 
payable from the last date of payment of interest, say 15tn March, to the date of 
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purchase, say 15th May. This weekly increase is nothing but interest “accrued” 
over the period. The interest would, of course, “arise” on the date the interest 
becomes payable by Reserve Bank of India, say 15th September, since on this 
date a security-holder acquires the legal right to receive the interest. If the 
interest is drawn on a subsequent date, say 25th September, then it can be sa*d 
that the interest has been “received” on that date. In short, the above explains 
the difference between the words “accrue”, “arise” or “is received”. 

Income “received” in India and “brought into” India are not identical. 
The former implies two persons, viz., the person who receives and the person 
from whom he receives. Since a person cannot receive a thing from himself, the 
income should be treated in such case as "brought into”. The receipt of an 
income must refer to the first occasion upon which the recipient got the money 
under his control, but it can be “brought into” as many countries as he 
likes. An income can be received either in India or in Ceylon, but after it has 
been received in India it can be remitted to Ceylon and then again to Burma. 
In both these countries i c Ceylon and Burma, the income would be treated as 
‘ brought into”. A non-resident is not liable to Indian tax in respect of his 
income “brought into” Ind a 

Income accruing or arising outside India to a non-resident is not charge- 
able to Indian tax. It is non-taxable even if it is brought into India in the year 
of accrual. 

Section 9 of the Act prescribes the circumstances under which an income 
is deemed to accrue or arise in India. It deals with five specific types of 
income which are deemed to accrue or arise in India if they accrue or arise 
directly or indirectly — 

(1) throuh or from any business connection in India, or 

(2) through or from any property in India, or 

(3) through or from any asset or source of income in India, or 

(4) through or from any money lent at interest and brought into India in 
cash or in kind, or 

(5) through the transfer of a Capital asset situate in India. 

With reference to these types of income, the contract may be executed 
outside India in terms of which the money would be payable outside the country 
as such the resulting income could not in law be said to accrue or arise in India. 
But by virtue of this section the income would be deemed to accrue or arise 
in India. Though the section enlarges the scope oftaxation.it is clear on a 
scrutiny of the five heads mentioned above that there is some connection 
between the person earning the income and the country seeking to tax him. 

In the firet it is the business connection in the second it is the property, 
in the third it is the asset or source of income and in the fourth it is the money 
brought in cash or in kind, out of which the income must accrue or arise. The 
meaning of the expression “bussiness connection” is not restricted by the 
definition of * business’ as per Section 2 ( 1 3) in as much as income arising from 
a business connection may be chargeable under the head “Income from other 
sources.” The expression “business connection” denotes some element of 
continuity in the relationship between the agent, licensee or other person resident 
m India who enables the non-resident principal to earn the income. The term 
property in this section is used in the ordinary sense of the word and covers 
all movable and immovable assets. In addition to income from “buildings 
or lands appurtenant thereto”, it includes income arising from hire of furniture 
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or machinery situated in India. The expression “any asset or source of income'’ 
includes all intangible assets as opposed to “property” explained above. It 
'includes leave salaries and pensions earned in respect of services rendered in 
India, royalty, brokerage, commission, etc., which in a primary sense arise from 
Indian sources. The expression “money lent at interest and brought into India 
in cash or in kind” indicate that the contract of loan takes place outside India 
and the borrower thereafter brings the money inside the country. Interest 
payable on such loan would be deemed to arise in India. 

But when the money lent by a non-resident outside India has been mixed 
up with other moneys of similar nature and thereafter brought into India 
by the borower, the interest payable on the loans cannot be deemed to arise 
in India in as much as the moneys had lost their identity and the lenders had no 
knowledge that their moneys would be brought into India. 

Regarding the plea “where income accrues”, there are two different lines 
of approach. One emphasises the place where the income springs or grows, 
while the other regards the place where the result of the business activities 
culminates into money or money’s worth. If the business consists merely 
of buying and selling commodities, then the income accrues at the place the 
goods are sold and proceeds are realised. But the same test does not 
hold gooU whcic the business consists of different stages of production and 
sale. It is, therefore, quite logical that in the case of business in which 
the manufacturing process is carried on in one country and the sale of the 
finished product is effected in another, the income of the business should 
be apportioned ami only that portion of the income which is reasonably 
attributable to the operations carried out in India should be deemed to 
accrue in India. 

Where the transactions of sales and purchases are between principal 
and principal, no liability of the non-resident exporter arises in India on 
accrual basis and the resident importer cannot be treated as agent of the 
exporter on the basis of such transactions. Thought it is very difficult to 
formulate any hard and fast criteria for determining whether a transaction is 
between principal and principal, it can be inferred safely that transactions of the 
following categories are between principal and principal — 

(a) The purchases made by the resident importer are outright on his 
own account not on consigment basis. 

(b) The transactions between the resident importer and non-resident 
exporter are made at prices which would be normally chargeable to other 
customers. 

(c) The non-resident exporter does not exercise any control over the 
business of the resident importer and sales are effected by the latter on his own 
account. 

(d) The payment to the non-resident exporter is made on delivery of 
documents and is not dependent in any way on the sales to be effected by the 
resident importer. 

The only other question that may arise is whether the non-resident 
exporter has any liability under Section 5(l)(a) on the basis of the receipt of 
the sale proceeds, including profit, in India. Here again, the main question is 
whether the resident importer took all the risks attendant on the import 
of the goods to India and no part of the risk in trading thereafter was borne 
by the non-resident exporter. If, for instance, the non-resident exporter ma de 
over the shipping documents to a bank in his own country which discounted the 
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documents and sent them for collection to the bankers in India who presented 
tho sight or usance bill to the resident importer and delivered the documents 
to him against payment or acceptance by the latter, no attempt should be make^ 
to assess the non-resident exporter on receipt basis. In such a transaction, 
the non-resident exporter, in effect, receives the value of the documents in his 
own country. 


CENTRAL BOARD OF DIRECT TAXES, CIRCULAR NO. 23 OF 1969 

Subject : Non-resident — Income accruing or arising through or from business 
connection in India — Liability to tax — Section 9 of the Income-tax 
Act, 1961. 

Para — 1. Section 9 of Income-tax Act (corresponding broadly to 
Section 42 of Indian Income-tax Act 1922) provides, inter alia that income 
accruing or arising directly of indirectly, through or from any business connec- 
tion in India, shall be deemed to be income accruing or arising in India 
and hence, where the person entitled to such income is a non-resident it will 
be incmdible in his total income. Clarifications issued in the past by the 
Board on the scope of the provisions of Section 42 and their applicability 
in certain types of cases, are hereby consolidated and restated for the Informa- 
tion and convenience of the public. 

Para — 2. The expression ‘business connection* admits of no precise 
definition. The import and connotation of this expression has been explained 
by the Supreme Court in their judgment in C. I, T. Vs. R. D. Aggarwal & 
Co. and Another [I. T. R. Vol 56(1965) Page 20] The question whether a 
non-resident has a ‘business connection* in India from or through which 
income, profits or gains can be said to accrue or arise to him within the 
meaning of Section 9 of the Income-tax Act, 1961. has to bo determined on 
the facts of each case. However, same illustrative instances of a non-resident 
having business connection in India, are given below 

(a) Maintaining a branch office in India for the purchase or sale of 
goods or transacting other business ; (b) Appointing an agent in India for 
the systematic and regular purchase of raw materials or other commodities, 
or for sale of the non-resident’s goods, or for other business purposes ; 
(c) Erecting a factory in India where the raw produce purchased locally is 
worked into a form suitable for export abroad ; (d) Forming a local 
subsidiary company to sell the products of the non-resident parent company ; 
(e) Having financial association between a resident and a non-resident 
company. 

Para— 3. The following clarifications would be found useful in deciding 
questions regarding the applicability' of the provisions of Section 9 in certain 
specific situations— 

(1) Non-resident exporter selling goods from abroad to Indian Importer. 

(i) No liability will arise on accrual basis to the non-resident on the 
profits made by him where the transactions of sale between the two parties, 
are on a principal-to-pri ncipal basis. In all cases, the real relationship 
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between the parties has to be looked into on the basis, and agreement existing 
Vbetween them, but where — 

(a) the purchases made by the resident are outright on his own account, 

(b) the transactions between the resident and the non-resident are made 
at arm’s length and at pi ices which would be normally chargeable to other 
customers, 

(c) the non-resident exercises no control over the business of the 
resident and sales arc made by the latter on his own account, or 

(d) tue payment to the non-resident is made on delivery of documents 
and is not dependent in any way on the saLs to be ellectcJ by the resident, 

it can be inferred that the transactions are on the basis of principal- 
to-principal. 

(li) A question may arise in the above type of cases whether there is 
ai y liability of the non-resident under Section 5(1 jia) of the Income-tax Act, 
1961, on the basis of receipt of sale proceeds including the profit in India. 
It the non-resident makes over the shipping documents to a bank in his 
own country which discounts the documents and sends them for collection 
to the bankers in India, who present the sight or usance draft to the resident 
im, ortei .mu deliver the documents to him against payment or acceptance 
by the latter, the non-resident will not be liable to tax on the profit arising 
out ol the sale* on receipt basis. Even if the shipping documents are not 
discounted in the foreign country, but are handed over in India against 
payment or accepta ce, no portion of the profits will be chargeable to tax 
under the Income-tax Act, if this is the only operation carried on in India on 
behalf of the non-resident. 

(2) Non-resident company selling goods from abroad to its Indian 
subsidiary : 

(i) A question may arise whether the dealings between a non-resident 

parent company and its Indian subsidiary can at all be regarJed as on a 
principal-to-prineipnl bab>is since the former would be in a position to exercise 
control over the affairs of the latter. In such a case, if the transactions are 
actually on a principal-to-principal basis and are at arm’s length and the 
subsidiary company functions and carries on business on its own, instead 
of functioning as an agent of the parent company, the mere fact that the 
Indian company is a subsidiary of the non-resident company will not be 
considered a valid ground for invoking Section 9 for assessing the non- 
resident. . „ 

(ii) Where a non-resident parent company sells goods to its Indian 
subsidiary, the income from the transaction will not be deemed to accrue or 
arise in India under Section 9, provided that (a) the contracts to sell are 
made outside India, (b) the sales are made on a principal-to-principal basis 
and at arm’s length and (c) the subsidiary does not act as an agent of the 
parent. The mere existence of a ‘ business connection” arising out of the 
parent subsidiary relationship will not give rise to an assessment, nor will 
the fact that the parent company might exercise control over the affairs of the 
subsidiary. 

3) Sale of plant and machinery to an Indian importer on instalment 

Where the transaction of sale and purchase is on a principal-to- 
principal basis and the exporter and the importer have no other business 

1—32 
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connection, the fact that the exporter allows the importer to pay for the plant 
and machinery in instalments will not, by itself render the exporter liable to 
tax on the ground that the income is deemed to arise to him in India. The 
Indian importer will not, in such a case, be treated as an agent of the exporter 
for the purposes of assessment. 

(4) Foreign agents of Indian exporters : 

A foreign agent of Indian exporter operates in his own country and 
no part of his income arises in India. His commission is usually remitted 
directly to him and is, therefore, not received by him or on his behalf in India. 
Such an agent is not liable to Income-tax in India on the commission. 

(5) Non-resident person purchasing goods in India : 

A non-resident will not be liable to tax in India on any income attributable 
to operations confined to purchase of goods in India for export, even though 
the non-resident has an office or an agency in India for this purpose. Where a 
resident person acts in the ordinary course of his business in making pur- 
chases for a non-resident party, he would not normally be regarded as an 
agent of the non-resident under Section 163 of the Act. But, where the 
resident person is closely connected with the non-resident purchaser and the 
course of business between them is so arranged that the resident person 
gets no profits or less than the ordinary profits which might be expected to 
arise in that business, the Income-tax Officer is empowered to determine the 
amount of profits which may reasonably be deemed to have been derived 
by the resident person from that business and include such amount in the 
total income of the resident person. 

(6) Sales by a non-resident to Indian customers either directly or through 
agents : 

(i) Where a non-resident allows an Indian customer, facilities of 
extended credit for pasment, there* would be no assessment merely for this 
reason provided that (i) the contracts to sell were made outside India and (ii) 
the sales were made on a principal-to-principal basis. 

(ii) Where a non-resident has an agent in India and makes sales 
directly to Indian customers, Section 9 of the Act will not be invoked, even 
if the resident pays his agent an overriding commission on all sales to India, 
provided that (a) the agent neither performs or undertakes to perform any 
service directly or indirectly in respect of these direct sales and the making 
of these sales can, in no way, be attributed to the existence of the agency 
or to any trading advantage or benefit accruing to the principal from the 
agency, (b) the contracts to sell are made outside India, and (c) the sales are 
made on a principal-to-principal basis. 

(iii) Where a non-resident’s sales to Indian customers are secured 
through the services of an agent in India, the assessment in India of the 
income arising out of the transaction will be limited to the amount of profit 
which is attributable to the agent’s services, provided that (a) non- 
resident principal’s business activities in India are wholly channelled through 
his agent, (b) the contracts to sell are made outside India and (c) the saws 
are made on a principal-to-principal basis. In the assessment of the amount 
of profits allowance will be made for the expenses incurred, inrlnHing the 
agent’s commission, in making the sales. If the agent's commission fully 
represents the value of the profit attributable to his service it should prima 
facie extinguish the assessment. 

(iv) Where a non-resident principal’s business activities in India are 
not wholly channelled through his agent in India, the asse ssment In India will 
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be on the sum-total of the amount of profit attributable to his agent’s activfc 
ties in India and the amount of profit attributable to his own activities in 
India, less the expenses incurred in making the sales. 

(7) Extent of the profit assessable under Section 9 : 

Section 9 does not seek to bring into the tax-net the profit of a non-resi- 
dent which cannot reasonably be attributed to operations carried out in India. 
Even if there be a business connection in India, the whole of the profit accruing 
or arising from the business connection is not deemed to accrue or arise in 
India. It is only that portion of the profit which can reasonably be attributed 
to the operations of the business carried out in India, which is liable to income- 
tax. 

To constitute a business connection some continuity of relationship 
, between the person in India who helps to make the profits and the person 
outside India who receives or realises the profits, is necessary. Where all 
that has happened is that a few transactions of purchases of raw materials 
have taken place in India and the manufacture and sale of goods have taken 
place outside India, the profits arising from such sales cannot be considered 
to have arisen out of a business connection in India. Where, however, 
there is a regular agency established in India for the purchases of the entire 
raw materials required for the purpose of manufacture and sale abroad and 
the agent is chosen by reason of his skill, reputation and experience in the 
line of trade, it can be said that there is a business connection in India so 
that a portion of the profits attributable to the purchase of raw materials in 
India can be apportioned under the explanation (a) to Section 9 (l)(i). 

§ 3. Foreign Technicians and others [Section 10 (6)] — “Technicians” mean 
persons having specialised knowledge and experience in constructional or 
manufacturing operations, in mining or in the generation or distribution of 
electricity or other forms of power as also industrial or business management 
techniques. It is not, however, necessary that the Technician should be actually 
handling a particular machine or be physically engaged in the particular work 
in which he is an expert. Even if he is employed as a consultant on matters 
pertaining to his field of technical knowledge or practical experience, he should 
be regarded as a Technician. 

In the case of Technicians having specialised knowledge and experience 
in constructional or manufacturing operations or in mining or in the generation 
or distribution of electricity or other forms of power, the exemption is admis- 
sible in respect of “Salary” earned for 12 months from the date of his arrival 
in India. This exemption will be extended to 36 months if his contract of 
service had been approved by the Government within one year. If the amount 
of tax payable on the salary is borne by the employer, then the exemption will 
continue for a further period of 60 months. 

In the case of Technicians having specialised knowledge and experience 
in industrial or business management techniques, the exemption is admissible 
in respect of “Salary’ earned for six months from the date of his arrival in 
India, provided his contract of service was approved by the Government 
within one year. 

In all cases, the Technician must be “non-resident” of India in the four 
financial years preceding the year of arrival. 

Remuneration received by a non-Indian citizen as Ambassador, High 
Commissioner, envoy, minister, charge d’affairs, commissioner, counsellor. 
Secretary, adviser or attache of an embassy, legation or commission of a 
foreign state should be excluded from the computation of total income. 

Similarly, remuneration received by a non-Indian citizen as Consul- 
General, Consol, Vice-Consul, Consular agent or as a Trade Commissioner or 
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other official representative in India of a foreign State should be excluded from 
the computation of total income. 

Any remuneration received by a non-resident and non-Indian citizen 
employee of a foreign enterprise which does not conduct any business within 
India is not liable to tax if the employee does not stay in India for more than 
90 days. Salaries received by a non-resident and non-Indian citizen in respect 
of services rendered on a foreign ship are not liable to tax if the employee 
does not stay in India for more than 90 days. 

The remuneration and foreign income of an individual assigned to duties 
in India under any technical assistance programme are exempt from tax. The 
exemption will also cover the foreign income of the family members of the 
individual. [Section 10 (8) and 10 (9)]. 


Foreign technical collaboration — Payments for technical know-how, etc. — 
Admissibility and taxation of payments in the assessments of Indian and 
foreign participants to the collaboration— Clarification regarding. 

Para 1 . It has been represented to the Board that in determining the tax 
liability of foreign and Indian participants in technical collaboration agreements, 
different norms and princip’cs are being applied by different Income-tax 
Officers with the result that there is a great deal of uncertainty in the minds 
of the foreign parties regarding the incidence of Indian tax on the income 
derived by them under such agreements. A suggestion has. therefore, been 
made that, in order to remove this uncertainty the various tax prob’ems 
arising under technical collaboration agreements may be reviewed by the 
Board and detailed instructions issued to the assessing officers so that there 
is uniformity as well as certainty in th6 matter of tax-treatment. 

Para 2. It may be observed at the outset that the tax problems arising in 
the cases of foreign collaborations are extremely varied and diverse and the 
decision depends not merely upon the terms of the particular agreement 
but also on the nature of the technical know-how actually imparted there- 
under. It is, therefore, not possible to lay down clear-cut solutions to cover 
all conceivable situations. Only general principles and guidelines can be 
indicated which should be applied in individual cases according to the facts 
of each case. 

Para 3. ‘Technical know-how” is a term of wide connotation and includes 
several kinds of technical knowledge, assistance and services. There are 
several ingredients constituting technical know-how, such as (i) the design of 
the product to be manufactured, (ii) the design of the process for manufac- 
ture, (iii) the design and engineering of the plan, fiv) the erection and 
commissioning of the plant, etc., etc. There are also different ways of impar- 
ting technical know-how which may be (i) through outright sale of designs, 
know-how, etc. (ii) by lending the services of foreign technicians, (iii) by 
giving technical assistance during the period of agreement, (iv) through 
royalty or licensing agreements, or (v) through foreign capital participation. 
A further important aspect is whether or not the nomenclature used in the 
collaboration agreement really indicates the correct nature and purpose of 
the payment. In such cases, the xeal nature and purpose of the payment has 
to be ascertained and taken into account. 
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Para 4. Broadly speaking, the tax problems arising under technical collabo- 
ration agreements are of two kinds, viz., those relating to the admissibility of 
the expenditure incurred in the assessments of the Indian participant, and 
those relating to the taxation of the amounts in the hands of the non-resident 
participant. As regards the former, i.e., the admissibility of the expenditure 
in the hands of the Indian participant, the question would be whether the 
expenditure has been incurred for acquiring or brining into existence an 
as. et or advantage of enduring benefit to the assessee’s business. If so, the 
expenditure will have to be regarded as one on capital account. On the 
other hand, if the expenditure has been incurred for running the business 
and working it with a view to produc profits, the payment would be allowable 
as revenue expenditure. The question has necessarily to be examined with 
reference to the facts of each particular case and no general proposition can 
be laid down that all payments for technical know-how 'hould be regarded as 
sevenue payments or that they arc always capital in nature. 

Para 5. A point to be remembered in this connection is that the nature of 
a receipt as capital or revenue in the hands of non-resident participant is not 
always determinative of the nature of the outgoing in the hands of the person 
who pays it. If the payment is an outright payment for, say the acquisition 
of a secret process or formula, the benefit of which would enure permanently 
to the Lr*' m participant's business, there would be every justification for 
treating the payment, in question, as of a capital nature. It may, how’ever, 
well happen that the payment has been received by the foreign participant in 
the ordinary course of his business so that it has to be assessed as a revenue 
receipt in his hands. It can also happen in some cases that the receipt might 
be regarded as a capital receipt in the hands of the foreign participant but 
the payment may be regarded as icvcnuc expenditure in the assessment of 
the Indian parth ipant. However, before disallowing the expenditure, in the 
assessment of the Indian participant as a capital expenditure, the Income- 
tax Officer must fully understand and comprehend the nature of the asset or 
enduring benefit which the assessee has acquired. If w'hat has been acquired 
under the agreement is merely a lict.iee for the user, for a limited period, or 
the technical knowledge of the foreign participant, together with or without 
the right to use the patents and tiade marks of the foreign party the payment 
would not bring into existence an asset of enduring advantage to the Indian 
participant, and should be icgarded as expenditure incurred for the purpose 
of running the business during the period of the agieement. The payment 
would, therefore, be revenue in nature. The recent decision of the Supreme 
Court in the case of Commissioner of Income-tax v. Ciba of India Ltd. 
[I. T. R. Vol. 69 (1968). page 692)] provides clear guidance in cases of this type. 

Para 6. The first step, therefore, in dealing with foreign collaboration 
agreements is to analyse the terms of the agreement and ascertain the facts 
relating to the working or implementation of the agieement in order to find 
out, what rights or benefits or property have been acquired under the agreement 
by the Indian participant and for what consideration. In a case where the 
payment is made wholly or in part for a specific service or the supply of a 
clearly defined item of technical know-how, no difficulty is likely to arise in 
determing the nature of the payment, i.e. whether the expenditure is on capital 
or revenue account. It happens, however, that in several agreements, the 
payment of a single sum is stipulated for a variety of services, assistance and 
information supplied by the foreign participant. Sometimes, this payment is 
expressed as a percentage of sales made by the Indian undertaking. The 
Income-tax Officer will, therefore, have to go into the facts and determine the 
extent to which the payment made represents consideration for — 
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(a) the mere user of technical knowledge and information for running 
the business during the period of the agreement ; 

(b) the user of patents or trade marks ; or 

(c) the acquisition of an asset or benefit of enduring advantage to the 
business. 

While payments for (a) and (b) above would be allowable as revenue 
expediture in the hands of the Indian participant expenditure under (c) would 
be of a capital nature. 

Para 7. (i) Where the technical know-how obtained relates to the design and 
engineering of the plant in India or the erection and commissioning of the 
plant, the payment should be treated as forming part of the cost of the 
machinery and plant and depreciation and development rebate should be 
allowed thereon. Where however, the technical know-how is not directly 
relatable to the depreciable assets and cannot be regarded as forming part of 
their cost, the expenditure, though treated as capital, would not be eligible for 
the allowance of depreciation and development rebate. 

(ii) As regards technical know-how obtained in the form of drawings 
and designs and technical information and knowledge concerning the product 
to be manufactured and the process of manufacture, it will be sometimes 
difficult to decide whether the payment made therefor is capital or revenue 
expenditure. A pertinent question to be answered in this connection will be : 
Have the technique and knowledge obtained through the designs, drawings, etc., 
become the property of the Indian participant for all time to come or only 
for the duration of the agreement ? If it is only for the duration of the 
agreement, the next question is whether the agreement is for such a long 
period that the Indian participant might still be said to have acquired an 
enduring benefit for the purpose of his trade. Further, after the conclusion 
of the period of the collaboration, what are the rights and benefits, if any, 
which would permanently accrue to the Indian participant's business ? These 
and other related questions have to be looked into in order to decide 
whether the expenditure is capital or revenue in nature. If as a result of 
this examination, it is found that no asset or advantage of a permanent or 
enduring character is acquired by the Indian participant, the expenditure 
should be treated as revenue expenditure and allowed as a deduction. It may, 
however, be noted in this connection, that if the said expenditure on product 
and process designs and drawings is treated as capital expenditure the Indian 
participant will not be entitled to any depreciation or development rebate on 
the outlay. The amount cannot also be amortised and allowed over a period 
of years (unless the payment is for the acquisition of patent rights which are 
discussed separately) as there is at present no provision to this effect in the 
Income-tax Act. 

(Ui) As regards expenditure of a capital nature incurred after 28-2-66 
on the acquisition of patent rights or copyrights used for the purpose of 
business, Section 35 A of the Income-tax Act provides that the expenditure 
will be allowed as a deduction in equal instalments over a period of 
14 years. 

Para 8. As regards the foreign participant’s tax liability also, the first question 
would be whether the amount received for the supply of technical know-how 
is a receipt on capital account or revenue account. The answer would again 
depend on the facts of the case. It has to be observed that the nature of the 
outgoing in the hands of the Indian participant will not always be determine- 
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tive of the nature of the receipt in the hands of the foreign party. In the U. K., 
it has been held by courts that a receipt from the sale of know-how would be 
a capital receipt only where the sale of the technical know-how or the impart- 
ing of technical knowledge and information results in the transfer or parting 
with of the property or asset of any special knowledge or skill which would 
ripen into a form of property and that after such transfer, the transferor is 
deprived of using the asset. (Please see Evans Medical Supplies Ltd. v. Moriarty 
[I. T. R, Vol. 35(1959), page 707]. In all other cases, where no capital asset 
or property is parted with and the transaction is merely a method of trading 
by which the recipient acquires the particular sum of money as profits and 
gains of that trade, the consideration received for the sale of technical know- 
how will be on revenue account. 

Para 9. If the amount received by the foreign participant is a revenue receipt 
in his hands and the amount is received by him outside India the further 
questions that would arise arc, whether the payment is : 

(i) for services rendered abroad, or 

(ii) for services rendered in India, or 

uii) represents royalty. 

If the amount received by the foreign participant is for services rendered 
entirely outside India, that sum will not be subject to tax in India, because 
the income will be accruing to the non-resident wholly outside India. Where 
the payment received is for services rendered in India, the amount will be 
taxable in India, subject, of course, to the deduction of legitimate expenses 
of a revenue nature incurred by the foreign participant for the purpose of 
earning such income. If the payment received is royalty, the question of 
allocating the income batween India and outside India would not arise and the 
whole amount would be liable to tax in India where the patent has been 
exploited. Deduction will however, be admissible against the royalty income 
for the cost of current services rendered in order to earn the royalty. 

Para 10. Cases where payments of each of the above categories are clearly 
and truly ascertainable from the terms of the agreement and with reference 
to all relevant facts will not present serious difficulty. But in cases where the 
agreement stipulates a consolidated payment or where the true character of the 
payment is different from that ascribed to it in the agreement, difficulty would 
arise in the allocation of the payment for the various services rendered under the 
agreement. Ordinarily a payment expressed as a percentage of the sales in 
India is to be treated as payment of royalty and taxed in India. When the 
payment is stated to be for technical know-how or services rendered abroad 
but is related to the sales, the Income-tax Officer will have to go into the facts 
of the case and determine the extent to which the payment attributed to 
technical services abroad represents in fact payment for, (i) services abroad, 
(ii) services in India, and (iii) royalty or extra royalty for exploiting the know- 
how in India. 

It is therefore necessary that the utmost care should be exercised by the 
assessing officers in determining the true nature of the payment when it 
is a consolidate figure or is expressed as a percentage of sales, by whatever 
term the contracting parties may decide to call it. Allocation of the payment 
among the various services in India and abroad and towards the royalty 
element, if any, included in the arrangement has to be made objectively ami 
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after a careful appraisal of the precise teim of the collaboration agieemcnt and 
the actual manner in which the terms have been implemented in practice. 

Para 11 With lcference to cases of foreign capital participation, it may be 
noted that where shares are allotted to a non-resident participant in the 
torm of equity capital of an Indian concern, m consider ition loi tiansfer 
abroad of technical know-how 01 services, 01 delivery abtond of michmery 
and plant, and the payment is not tax ible unJci Section 5(2) (b) ot the Income- 
tax Act as income accruing oi arising or deemed to acme or arise in India, 
it has been decided that no attempt snould be mide by the dep irtment to bring 
to tax the prolits or gains on each transaction merely on the ground that the 
suits of the snares is in India However, if any operations arc effected or 
services are i endered in India, the income will, to that extent, aaiue in India 
and will be chargeable to tax in India If payments of royalty are made by 
way of a tiee issue of equit> shares me value thereof will ot course be liable 
to tax. It is only those shares wnich are issued at the time of incorpoiation 
of the Indian compa'y n lieu ot a lump sum paymeitfoi the technical 
know-how dc ivered abioad, that will be c .unpt Irom income-tax as the tax 
on capital gins Furthei lfthcHia’CS issui. i m coimdeiation for technical 
know-how at the time of tne in-oi soration ot the Indian company arc 
subsequently sold, the capitil gams ledised thcrcfiom would be subject to 
tax Preference shates allotted will be treated in the same way as equity 
shares in this regard 

Para 12 In the end, a reference may be made to the provisions of Section 
195 of the Income-tax Act, particuLily ,ub-section (2) of that section, which 
deserves to be more widely made use ol than is being done at picsent In a 
foreign technical collaboration, where the Indian participant who is responsible 
to pay a technical fee, etc to the foreign party considers that the whole of 
such sum would not be income chargeable in the hands of the recipient, he 
could apply to the Income-tax Officer under Section 195 (2) lor determination 
of the appropriate proportion of such payment whndi would be taxable and 
in respect of which tax is to be deducted in accordance with sub-section (1) 
In effect, therefore, this sub-section provides for an advance ruling being 
given by the Income-tax Officer in the matter of the tax liability of the non- 
resident participant lor clanficntion of other matters not covered by the 
provisions of Section 195, cither the Indian participant or the foicign partici- 
pant in the collaboration could furnish the full facts and the terms of the 
agreement to the Commissioner of Income-tax concerned or the Central 
Board of Direct Taxes and seek a ruling 

§ 4. Rates of tax. 


Assessment year 1969-70 


(1) Where the total income does not 
exceed Rs. 5,000 

(2) Where the total income exceeds 
Rs. 5,000 but does not exceed 
Rs. 10,000. 

(3) Where the total income exceeds 
Rs. 10,000 but does not exceed 
Rs. 15,000. 

(4) Where the total income' exceeds 
Rs. 15,000 but does not exceed 
Rs. 20,000. 


5 per cent of the total income ; 

Rs 250 plus 10 per cent of the 
amount by which the total income 
exceeds Rs 5,000 ; 

Rs 750 plus 15 per cent of the 
amount by which the total income 
exceeds Rs. 10,000 ; 

Rs. 1,500 plus 20 per cent of the 
amount by which the total income 
exceeds Rs. 15,000 ; 
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(5) Where the total income exceeds 

Rs. 20,000 but does not exceed 

Rs. 25,000. 

(6) Where the total income exceeds 

Rs. 25,000 but does not exceed 

Rs. 30,000. 

(7) Where the total income exceeds 

Rs. 30,000 but does not exceed 

Rs. 50,000. 

(8) Where the total income exceeds 

Rs. 50,000 but does not exceed 

Rs. 70,000. 

(9) Where the total income exceeds 

Rs. 70,000 but does not exceed 

Rs. 1,00,000. 

(10) Where the total income exceeds 

Rs. 1,00,000 but does not exceed 
Rs. 2,50,000. 

(11) Where the total income exceeds 

Rs. 2,50,000. 


Rs. 2,500 plus 30 per cent of the 
amount by which the total income 
exceeds Rs. 20,000 ; 

Rs. 4,000 plus 40 per cent of the 
amount by which the total income 
exceeds Rs. 25,000 ; 

Rs. 6,000 plus 50 per cent of the 
amount by which the total income 
exceeds Rs. 30,000 ; 

Rs. 16,000 plus 60 per cent of the 
amount by which the total income 
exceeds Rs. 50,000 ; 

Rs. 28,000 plus 65 per cent of the 
amount by which the total income 
exceeds Rs. 70,000 ; 

Rs. 47,500 plus 70 per cent of the 
amount by which the total income 
exceeds Rs. 1,00,000 ; 

Rs. 1,52,500 plus 75 per cent of the 
amount by which the total income 
exceeds Rs. 2,50,000. 


Assessment year 1970-71. 


(1) Where the total income does not 
exceed Rs. 5,000. 

(2) Where the total income exceeds 
Rs. 5,000 but does not exceed 
Rs. 10,000. 

(3) Where the total income exceeds 
Rs. 10,000 but does not exceed 
Rs. 15,000. 

(4) Where the total income exceeds 

Rs. 15,000 but docs not exceed 
Rs. 20,000. 

(5) Where the total income exceeds 
Rs. 20,000 but does not exceed 
Rs. 25,000. 

(6) Where the total income exceeds 

Rs. 25,000 but does not exceeds 
Rs. 30,000. 

(7) Where the total income exceeds 

Rs. 30,000 but does not exceed 
Rs. 50,000. 

(8) Where the total income exceeds 

Rs. 50,000 but does not exceed 
Rs. 70,000. 

(9) Where the total income exceeds 
Rs. 70,000 but does not exceed 
Rs. 1,00,000. 

(10) Where • the total income exceeds 

Rs. 1,00,000 but does not exceed 
Rs. 2,50,000. 

(11) Where the total income exceeds 
Rs. 2,50,000. 


5 per cent of the total income ; 

Rs. 250 plus 10 per cent of the 
amount by which the total income 
exceeds Rs. 5,000 ; 

Rs. 750 plus 17 per cent of the 
amount by which the total income 
exceeds Rs. 10,000 ; 

Rs. 1.600 plus 23 per cent of the 
amount by which the total income 
exceeds Rs. 15,000 ; 

Rs. 2,750 plus 30 per cent of the 
amount by which the total income 
exceeds Rs. 20,000 ; 

Rs. 4,250 plus 40 per cent of the 
amount by which the total income 
exceeds Rs. 25,000 ; 

Rs. 6.250 plus 50 per cent of the 
amount by which the total income 
exceeds Rs. 30,000 ; 

Rs. 16,250 plus 60 per cent of the 
amount by which th^ total income 
exceeds Rs. 50,000 ; 

Rs. 28,250 plus 65 per cent of the 
amount by which the total income 
exceeds Rs. 70,000 ; 

Rs. 47,750 ‘plus 70 per cent of the 
amount by which the total income 
exceeds Rs. 1,00,000 ; 

Rs. 1,52,750 plus 75 per cent of the 
amount by which the total income 
exceeds Rs. 2,50,000 ; 


1—33 
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Illustration 45 

Find out the amount of tax payable by Mr. Smith, a non-resident, on the 
basis of his return of income. 

Return of income for the year ended 31st March, 1970 


Amount of Tax deducted 

income at source 


Interest on securities 

Rupee Dividends 

Interest on Fixed Deposits 

Rs. 

16,000 

12,000 

2,000 

Rs. 

5,280 

3,960 

660 

Total Indian Income 

Foreign Dividends 

Rs. 

30.000 

20.000 

Rs. 

9,900 

Total World Income 

Rs 

50,000 

Rs. 

9,900 


ANSWER 

Accounting year 1. 4. 69 to 31. 3. 70 —Assessment year 1970-71 

Income-tax payable on Indian income of Rs. 30,000 
at the rates ruling in the Assessment year 1970-71. 

Rs. 25,000 Rs. 4.250 

5,000 (a 40% 2,000 Rs. 6,250 


Special surcharge payable for the Assessment year 1970-71. 


10% of Rs. 6,250 


625 

Total Tax payable 

Rs. 

6,875 

Tax deducted at source 

Rs. 

9,900 

Tax Refundable 

Rs 

3,025 


§ 5. Deduction of tax at source (Section 192 to 194)— To prevent 
evasion of tax payable by non-residents, the Law provides for deduction of 
income-tax at source in respect of income receivable by them. Where salary 
is payable to a non-resident, income-tax should be deducted. Interest on 
Government flecurities is always paid after deduction of income-tax irrespective 
of the status of the recipient. In the ' case of a non-resident, income-tax is 
also deductible from interest (excluding interest on securities), commission, 
brokerage, rent, royalty etc., which are otherwise chargeable under the Income- 
tax Act. Interest payable by a bank to the depositors of its non-Indian 
Branches (who have no knowledge that their deposit^ would be brought into 
India for the purpose of investment in India) is not chargeable » r»Vr the Act. 
The question of deduction of income-tax at source in respect of such interest 
cannot, therefore, arise. 

Income-tax deducted at source remain part of the income of the non* 
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resident and should be included in his total income (the deducted amount 
being treated as having been paid on behalf of the non-resident). Levy by 
deduction is merely a provisional mode of assessment and after the close of 
the year the tax payable is computed. If the amount of tax calculated is 
more than the amount deducted at source the deficiency is recovered ; on the 
other hand, if the amount payable is less than the amount deducted at source 
the excess will be refunded. 

The person responsible for making the deduction of income-tax shall pay 
the amount of tax deducted to the credit of the Central Government within 
one week from the date of such deduction. He shall also furnish to the non- 
resident a certificate specifying the amount and the rate at which the deduction 
has been made. If the payer does not deduct or after deducting fails to deposit 
the amount, he would be deemed to be an assessee in default in respect of the 
tax. He would also be liable to a penalty in case of wilful failure to deduct 
and pay the tax. Failure without reasonable cause to furnish the non-resident 
with the certificate is also an offence punishable with fine. 

§ 6. Agent’s liability (Section 163) — A non-resident may be assessed 
cither in his own name or in the name of the agent. If the non-resident 
fails to make a return of his income in response to the notice calling for the 
return, «u tx-p>irfe assessment can be made on him just as on any resident 
assessee. The law empowers the revenue Authorities to treat certain persons, 
who are not really agents, as “statutory agents” for the purpose of recovery of 
tax payable by non-residents. It contemplates three classes of persons who may 
be treated as agent of non-residents : (1) any person employed by or on behalf 
of a non-resident, (2) any person having a business connection with the non- 
resident, (3) any person through or from whom the non-resident is in receipt of 
any income, profits or gains. 

Before treating a person as agent of a non-resident, the Income-tax Officer 
must serve a notice on that person regarding his intention of treating him as 
agent of the non-resident. Opportunity must be given to the agent to explain 
his position. After the assessment has been made on the agent, he would be 
regarded as the assessee for all purposes of the Act and as such he becomes 
personally liable for the tax. He can also appeal against the assessment if he 
denies his liability to be so assessed. 

A notice under Section 41 (old section) of the Indian Income-tax Act, 1922, 
treating a resident as agent of a non-resident for the purposes of assessment to 
income-tax has got to be served in respect of each assessment year in order to 
fix upon the resident liability for tax payable by the non-resident. A notice 
served in respect of a particular assessment year is not sufficient for making the 
resident liable for payment of advance tax payable during that assessment year 
as agent of the non-resident. The scheme of the Income-tax Act is that eveiy 
assessment is self-contained and the vicarous liability for appointment imposed 
by an appointment as agent under Section 43 (old section) only extends to the 
liability for the assessment for which the appointment was made and cannot 
extend to the liability for the next year. The mere previous assessment of a 
person as agent of a non-resident is not sufficient to continue that liability in the 
subsequent year also ; for each of the subsequent years such liability must be 
imposed afresh by a proper and valid order under Section 43 (old section). The 
provision contained in Section 43 (old section) that the person upon whom a 
notice under that section is served shall “for all purposes of this Act” be deemed 
to be such agent only means that when an appointment is made for a particular 
assessment it is good for all purposes so far as that assessment is concerned. It 
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does not mean that the person will be an agent in respect of the liability for tax 
of subsequent year also. [I. T. R., Vol. 49 (1963), page 866], [Bombay High 
Court decision] ’ 

In order to safeguard the agent as against his principal, he is empowered 
to retain in his hands of his principal’s money, a sum sufficient to meet the 
tax liability. Further, to provide for the contingency of a disagreement between 
the principal and the agent regarding the quantum of the amount to be retained, 
provision has been made for the Income-tax Officer to issue a certificate to the 
agent on his application authorising him to retain a specified amount pending 
the assessment. The agent in such a case would not be personally liable 
beyond the amount mentioned in the certificate. 



CHAPTER XXIII 


COMPANY SURTAX 

§ 1. Scope of the Act — To secure an equitable distribution of the burden 
of taxation and to satisfy the criterion of the ability to pay, the super profits tax 
introduced in the Assessment yeai 1963-64 was replaced by a levy of surtax on 
the profits of the companies with effect from the Assessment year 1964-65. The 
Companies (Profits) Surtax Act, 1964 extends to the whole of India including 
the State of Jammu and Kashmir and brings within the charge only the 
companies. 

§ 2. Chargeable profits (hirst Schedule)— After the income-tax assessment 
has been completed and the amount of “total income" has been determined, 
the inciuenco cf surtax starts. The "lotal income” shall thereafter be adjusted 
by certain deductions and additions. The following deductions shall be made 
from the “total income” — 

(1) “Short-term” and “Long-term” Capital gains. 

(2) Compen'ition for termination or variation of managing agency, 
commission agency or any other similar agency. 

(3) Profits of Life Insurance business. 

(4) Any income arising out of sale of business assets in excess of the 
written down value. 

(5) Income of new industrial undertakings and hotels which qualifies for 
rebate under Section 84 of the Income-tax Act. 

(6) Interest on tax-free securities. 

(7) Donations for charitable purposes and to the National Defence Fund 
to the extent these are eligible for relief under Section 88 of the Income-tax 
Act, 1961. 

(8) Dividends from an Indian company or a non-Indian company which 
has made the prescribed arrangements for the declaration and payment of 
dividends within India. 

(9) Royalties received from Government or a Local Authority or any 
Indian concern. 

(10) Interest on foreign loans and fees paid to a non-resident company 
(which has not made the prescribed arrangements for the declaration and pay- 
ment of dividends within India) for rendering technical services. 

(11) In the case of a banking company, any sum transferred during the 
previous year to a Reserve Fund under Section 17 (1) of the Banking Companies 
Act, 1949 or deposited with the Reserve Bank of India under Section ll(2)(BXii) 
of the said Act. 

(12) The amount of Income-tax saved on account of reliefs provided in 
Annual Finance Acts in respect of export profits and manufacturer’s sales to 
exporters. 

(13) The amount of income-tax payable by the company on its “total 
income” reduced by items (1), (2), (3) and (8) mentioned above after making 
allowances for any relief, rebate or deduction in respect of income-tax to 
which the company may be entitled under the provisions of the Income-tax Act 
er the Annual Finance Act. 
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The reduced total income shall thereafter be increased by the amount of 
interest on debentures or loans borrowed from the government or the Industrial 
Finance Corporation or the Industrial Credit and Investment Corporation or any 
person In a country outside India. It shall be increased further by the amount 
of "commission”, "entertainment” and "advertisement” expenses incurred, which 
in the opinion of the Income-tax Officer with the previous approval of the 
Inspecting Assistant Commissioner, are excessive having regard to the circum- 
stances of the case. 

§ 3. Capital computation (Second Schedule)— For the purpose of 
calculating surtax, computation of Capital is most important. The amount of 
Capital, shall be the aggregate of the following— 

(1) Paid-up Capital on the 1st day of the "previous year" ; plus 

(2) Development Rebate Reserve on the 1 st day of the “previous year" 
created by debiting Profit and Loss Account of an earlier period ; plus 

(3) Reserves on the 1st day of the "previous year" created out of profit 
subjected to income-tax in an earlier period ; plus 

(4) Cash received and credited to Share Premium account on the 1st day 
of the “previous year” ; plus 

(5) Debentures and loans borrowed from government, or industrial 
Finance Corporation or any person in a country outside India ; 

diminished by the cost of assets whose income is not includible in the 
“Chargeable Profits" in terms of clause (iii) or clause (vi) or clause (viii) of Rule 
I of the First Schedule (e.g., tax-free securities, shares etc.). Assests acquired 
out of borrowed money outstanding on the 1st day of the "previous year" 
or out of any fund, and surplus or any reserve which has not been considered 
for the purposes of Capital computation of an earlier period shall be disregarded 
in computing the “Cost of assets”. , 

Paid-up Share Capital or reserves brought into existence by revaluing book 
assets and credits to Share Premium account otherwise than for cash shall be 
disregarded for the purpose of Capital computation. 

If the paid-up Share Capital is increased or reduced after the 1st day of the 
"previous year” a proportional increase or decrease shall be effected in the 
Capital computation. If any portion of the income is not includible in the 
"total income" (as in the case of the tea companies) the Capital computation 
shall, proportionately, be reduced. 

§ 4. Statutory deduction [Section 2 (8)]— Statutory deductions means an 
amount equal of 10% of the Capital computation in terms of the Second 
Schedule with a minimum of Rs. 2,00,000. But if the “previous year” is more 
than 12 months or less than 1 1 months, the Capital computation shall be in- 
creased or decreased proportionately. 

§ 3. Rate of tax (Third Schedule) — If the adjusted "total income” in 
terms of the First Schedule is more than the "statutory deduction" the excess 
wig be liable to surtax at the rates fixed in the Third Schedule i. e., 40% for the 
Assessment year 1964-65 and 1965-66. The rate was reduced to 35% from the 
Assessment year 1966-67. The rate was further reduced to 25% from the 
Assessment year 1969-70. 
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MISCELLANEOUS 

§ 1. Tax Clearance Certificate (Section 230) — For safeguarding the 
interest of the Revenue, the law provides that a person who is not domiciled 
in India, or who, even if domiciled in India has in the opinion of the Revenue 
Authorities, no intention of returning to India, must obtain a tax clearance 
certificate before leaving India. Responsibilities have been placed on the owner 
or a Charterer of Ship or Aircraft to see that no person is allowed to go out of 
India without producting the requisite certificate. If he fails to do so, he will be 
personally liable to pay the amount of tax due by the person going out of India. 
The following categories of persons have, however, been exempted from 
producing a certificate— 

(a) All persons below the age of 18 years. 

(b) Passengers in transit holding through tickets from a place outside 
India pr r , that the total period spent in India is less than 90 days. 

(c) All employees of the Central and State Government and Local 
Authorities. 

(d) Diplomatic envoys, Trade Commissions, Trade Agents of Foreign 
and Commonwealth Countries, Foreign Consular Officials of the United 
Nations Organisation and the staff employed in these offices. 

(e) Officials and Representatives of Foreign and Commonwealth Govern- 
ments visiting India on the business of their government. 

§ 2. Restriction on registration of transfer of immovable properties 
(Section 230A)— For safeguarding the interest of the revenue, provision was 
made in the Assessment year 1964-65 f. r production of Tax Clearance Certificate 
at the time of registration of transfer of any immovable property (other than 
agricultural land) valuing more than Rs. 50,000. The certificate from the 
Income-tax Officer should state that the transferor of the property has paid in 
full all taxes due from him under the Income-tax Act, Wealth-tax Act, Expen- 
diture-tax Act, Gift-tax Act or the registration of the document would not 
prejudicially affect the recovery of any arrear tax under any of the above 
enactments. 

§ 3. Rectification of mistakes (Sections 154 & 155) — Commissioners. 
Appellate Tribunals, Appellate Assistant Commissioners and Income-tax Officers 
are authorised to rectify mistakes apparent from the facts or documents which 
were before them when they passed revisional, appellate or original assessment 
order as the case may be. They are, however, debarred from making general 
review. The rectification may be done on their own motion or on the application 
of an assessee within four years from the date of the relevant order. The 
assessee is not allowed to introduce any new facts in this connection. The 
rectification should be made only in respect of mistakes apparent from the 
records. Where the rectification enhances an assessment or reduces a refund, 
the Income-tax Authorities must allow the assessee a reasonable opportunity 
of being heard. 

The power under these sections is limited to the rectification of mistakes 
which are apparent from the records. The records in this connection does not 
mean only the order of assessment, but it comprises all proceedings on which 
the assessment order is based and the Income-tax Officer is entitled for the 
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purpose of exercising hi s jurisdiction to look into the whoh evidence tod th, 
“written down value" of the preceding year, it it open to Mm to make fresh 
calculation in accordance with the law applicable including the rules made 
thereunder. If, for instance, the Income-tax Officer finds that In an earlier 
assessment year there was an apparent arithmetical mistake in the calculation 
of the “written down value” of the properties of the as sessee which resulted in a 
corresponding mistake in the assessment of the relevant assessment year, he 
can take the corrected figure for the purposes of the assessment and it cannot he 
said that the mistake was not apparent from the record. If he discovers that 
the very basis of the different earlier assessments was erroneous because of an 
initial mistake in determining the “written down value”, it cannot be said that 
this would not be a mistake apparent from the record. And if in determining 
the correct “written down value” the Income-tax Officer makes correct calcula- 
tion^ cannot be said that it is not rectifying a mistake apparent from the 
r f co ™- . The limit to which the Income-tax Officer can go back does not stop at 
the Tvntten down value” of the earlier year, but extends up to the figure of the 
original cost, Md the method enjoyed by Section lO(SXb) (old) is not that the 
income-tax Officer should merely scale down the “written down value” of the 

mlniZ y ft ar JrrJ<h ha f hc ; sAo ! i r d r ake into consid ^'<on the actual cost, deter- 
allowances JcanLtil'Z?' V? cessaiy take aho into consideration the 
“written down value” th/fhl he " make h,s own computation as to the 
Thus it S L ,!m S e , assess , men ‘ year with which he is concerned, 
“written do^atoe’ ’and SS , because under Section 35 (old) some 

are a final ^determination^ and <taerm,n 7 1 ’ <*> 

determination operate as estoppel or “resiudicata” fnr th° m f n” 0 ^ ^° es ,ke 
fl T R Vol Vi no«h leni ,c Iesjud ^ ata for the following year. 

I . i. k., voi. 36 (1V59), page 350] [Supreme Court decision] 

5SJ&* «* f — & totaf income l5*5, 

the Income-1axAulboriti>s SZZTmfZiZ 

iaSTpower of aSTJ for ex , am,natl0n on oath or affirmation. In all 
casw, a rower of Attorney on properly stamped paper must be filed Th* 

rSSE“ 



CHAPTER XXV 

REVISIONAL PROBLEMS 


Question No. 1. 

Sri Bansi Badan Bardhan purchased a house (constructed in 1948) on 
1. 9. 1963 for Rs. 60,000 for his own occupation. The house could have been let 
out by him at annual rent of Rs. 3,600. He paid municipal tax of Rs. 300 
during the year ended 31st March, 1970. Sri Bardhan started on 1. 4. 69 a retail 
shop to sell textile goods. Sale price was fixed at cost plus 20% profit and the 
accounts were maintained on “Cash basis”. He requested you to prepare his 
return of income on the basis of the following — 

To purchases Rs. 60,000 By sales Rs. 66,000 

„ Expenses 5,100 

„ Profit 900 


Rs. 66,000 Rs 66,000 


On scrutiny of the accounts it was found that the sale price of the goods 
remaining m.- M on 31. 3. 70 was Rs. 6.000 and the sales included a sale to the 
family of Sri Baidhan in October, 1969 to the extent of Rs. 2.400 and the amount 
was debited to his personal Drawing Account 

ANSWER 

It is an accepted principle that an individual cannot earn any income in 
the process of consuming any food or clothing whde lie is a dealer in those goods. 
Similarly, he cannot earn any income while he occupied a house for his own 
residence which might fetch a rent if let out But in tei ms of Section 23(2) the 
monetary value of the benefit arising out of the occupation of the house is 
taxable in the hands of the owner. 

Under the “Cash System” of accounting, the difference between the 
opening and closing stocks should be taken into account in computing the 
taxable income of the yeai. The taxable income of Sri Baidhan for the 
Assessment year 1970-71 should be computed as follows — 

Profit as per Accounts Rs. 900 

Add : Unsold stock of goods at cost price 5,000 


Rs. 5,900 

Less : Difference between the sale price 
and cost price of the goods sold 

to the family of the proprietor 400 


Rs. 5,500 


Annual value of the residential house 
Less : Statutory Allowance @ 50% 

Rs. 

3,600 

1,800 


Rs. 

1,800 

The amount will however be limited 
to 10% of Rs. 5,500 

Less : l/6th for repairs 

Rs. 

550 

92 


TotalTncome (Rounded off) 


Rs. 5,960 
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Question No. 2. 

From the following particulars, determine Sri Patit Paban Pyne’s total 
inconie for the Assessment year 1970-71 and amount of tax payable by him. 


Sri Pyne is unmarried. 

(a) Interest on 4% Treasury Savings Deposit 

Certificates for Rs. 20,000 Rs. 800 

(b) Income from House properties (net) 9,200 

(c) One-third share in the Hindu undivided 

family income of Rs. 1 5,000 5,000 

(d) One-fourth share in a registered firm 

assessed on a business loss of Rs. 16,000 4,000 

(e) One-fifth share in an unregistered firm 

assessed on a business profit of Rs. 10,000 2,000 

(f) Loss in share speculation business 3,000 

(g) Profit arising from sale of “Long-term” 4,000 

Capital Asset.” 


(Final— I. C. W. A.) 

ANSWER 

Computation of total income of Sri Patit Paban Pyne 
for the Assessment year 1970-71. 


Income from House properties (net) Rs. 9,200 

Share of loss in a registered firm 4,000 

Rs. 5,200 

Share of income in an unregistered firm 2,000 

Total Income Rs. 7,200 

Income-tax payable on Rs. 7,200 at the rates ruling 
in the Assessment year 1970-71. 

Rs. 5,000 Rs. 250 

2,200 @10% 220 

Rs. 470 

Less : Personal allowance 125 Rs. 345*00 

Less : Rebate on unregistered firm’s income 

Rs. 345 x 2,000 95*83 

7,200 Rs. 249*17 

Net income-tax payable 

Rounded off Rs. 249 

Special Surcharge @ 10% of Rs. 249 (Rounded off) 25 

Total amount payable Rs. 274 


Notes: (1) Interest on 4% Treasury Savings Certificates should not be 

included in the computation of total income [Section 10 (15)(ii)]. 
(2) Share of Hindu .undivided family income should not tie 

included in the computation of the total income of its members 
[Section 10 (2)]. 
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(3) Loss in share speculation business can be set off only against 
any other speculation business profit [Section 73]. It can, 
however, be carried forward to the Assessment year 1971-72. 

(4) Profit arising from sale of “Long term” Capital Asset is taxable 
if it is more than Rs. 5,000 [Section 80T], 

Question No. 3 

Calculate the amount of tax payable by Sri Sham Sundar Samajpati 
(unmarried) for the Assessment year 1970-71 on the basis on the following 
particulars — 

(a) Income from House properties (net) Rs. 12,000 

(b) One-third share in Hindu undivided family income 

of Rs. 12,000 4,000 


(c) Rupee Dividends after deduction (if tax @ 20% 

(d) One-half share in a registered firm assessed on a 


8,000 

business loss of Rs. 20,000 
(e) One-fourth share in an unregistered firm assessed 


10,000 

on a business profit of Rs. 12,000 


3,000 

(0 Loss in share speculation business 

(g) Interest in Dharmatalla Post Office Savings Bank 


5,000 

Account No 4362 

(h) Life Insurance premium paid in January, 1970 


500 

(Capital value without profit Rs. 50,000) 

(Final— I. C. W. A.) 

ANSWER 


4,000 

Computation of total income of Sri Sham Sundar Samajpati 
for the Assessment year 1970-71 


Income from House properties (net) 

Rs. 

12,000 

Rupee Dividends (Gross) 


10,000 


Rs. 

22,000 

Less ; Business loss in a registered firm 


10,000 


Rs. 

12,000 

Add ; Share of profit in an unregistered firm 


3,000 

Gross T otal Income 

Less : Life Insurance premium 

Rs. 

15,000 

60% of Rs. 4,000 Rs. 2,400 


3,400 


Dividends (Section 80 £ ) 1 ,000 

Total Income 

Income-tax payable on Rs. 11,600 at the rates ruling 
In the Assessment year 1970-71. 

Rs. 10,000 Rs. 750 

1,600 @ 17% 272 

Rs. 1,022 

Less: Personal allowance 125 Rs. 897 


Rs. 11,600 


Less : • Rebate on share of profit in an 
unregistered firm 

Rs. 897x3,000 


11,600 

Net Income-tax payable 
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Net Income-tax payable 

Special Surchatge @ 10% of Rs. 683 (Rounded off) 

Rs. 

683 

68 

Total amount payable 

Rs. 

751 

Tax deducted at source on dividends 

Less : Tax payable 

Rs. 

2,000 

751 


Net amount refundable Rs. 1,249 

Notes : (1) Share of Hindu undivided family income and interest in 
Dharamtalla Post Office Savings Bank Account should not be 
included in the computation of total income. 

(2) Loss in share speculation business should be carried forward 
to the Assessment year 1971-72. 

Question No. 4. 

Sri Gour Gopal Ganguly (married with two children) was an employee of 
a firm of Chartered Accountants on an annual salary of Rs. 9,000. He insured 
his life for Rs. 20,000 annual premium being Rs 3,000 payable in September 
each year. For financial difficulties Shn Ganguly took Rs. 3,000 as loan from 
the Life Insurance Corporation in August, 1969 and paid the premium. Calculate 
the amount of ta\ payable by Shn Ganguly for the Assessment year 1970-71. 
Will the liability differ if (A) the amount of premium is paid by his employer 
and recovered from his salary during the yeai ended 31st March, 1970 ; or if 
(B) the amount is gifted by Shn Ganguly’s maternal uncle ; or if (C) the 
amount is paid by his employer without being recovered from Shri Ganguly ? 

ANSWER 

If the amount of premium is paid out of a loan from the Life Insurance 
Corporation, Shn Ganguly will not be entitled to any tax concession in 
terms of Section 80C (2) (a) The amount of tax payable for the Assessment year 
1970-71 shall be calculated as follows — 

Income-tax on Rs 5,000 . Rs. 250 

4.000 ft 10% 400 


Rs. 650 

Less : Wife and children allowance 240 


Rs. 410 

Special Surcharge ft 10% 41 Rs. 451 

(A) If the amount of premium is paid out of “advance salary” recovered 
by the employer during the year ended 31st March, 1970, the amount of tax 
payable for the Assessment year 1970-71 by Shn Ganguly shall be calculated 
as follows — 

Salary for the year ended 31-3-70 Rs. 9,000 

Less : 60% of Life Insurance premium 

of 10% of Rs. 20,000 i.e., Rs. 2,000 1,200 


Rs. 7,800 

Income-tax on Rs. 5,000 Rs. 250 

2,800 @10% 280 


Rs. 530 

Less : Wife and children allowance 240 


Rs. 290 

29 Rs. 


Special Surcharge @10% 


319 
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(B) If the amount of premium is paid out of gifts made by Shri Ganguly’s 
maternal uncle, no tax concession will be admissible to Shri Ganguly in terms 
of Section 80C(2) (a). The amount of tax payable will be Rs. 451. 

(C) If the amount of premium is paid by Shri Ganguly’s employer with- 
out being recovered from him, the payment should be treated as a perquisite 
in the hands of Shri Ganguly in terms of Section 17(2)(iv) and as such taxable 
in the following manner — 

Salary for the year ended 31-3-70 Rs. 9,000 

Taxable perquisite 3,000 


Gross Total Income Rs. 12,000 

Less : 60% of Life Insurance premium 

of 10% of Rs. 20,000 i.e.,Rs. 2,000 1,200 


Income-tax on Rs. 10,000 

800 (Ji) 17% 


Less : Wife and children allowance 


Special Surcharge @ 10%ofRs. 646 
(Rounded off) 




Rs. 

10,800 

Rs. 

750 

136 



Rs. 

886 

240 



Rs. 

646 

65 

Rs. 

711 


Question No. 5. 

Mr. Miller, an American national came to Calcutta on the 1st November 
1964 and left for Rangoon on the 31st May. 1965. From Rangoon he left for 
Colombo on the 1st December, 1965. He came back to Madras on the 1st 
February. 1967 and left for Hong Kong on the 31st October, 1967. How will 
he be assessed for the Assessment yeai 1965-66, 1966-67, 1967-68 and 1968-69 
(his “previous year”, being July to June) ? Will his status differ if he chooses 
the “Calendar year” as his previous year ? 


ANSWER 


Assessment 

Previous 

year 

year 

1965-66 

1 .7.63 to 30.6.64 

1966-67 

1.7.64 to 30.6.65 

1967-68 

1.7.65 to 30.6.66 

1968-69 

1.7.66 to 30.6.67 

Assessment 

Previous 

year 

year 

1965-66 

1.1.64 to 31.12.64 

1966-67 

1.1.65 to 31.12.65 

1967-68 

1.1.66 to 31.12.66 

1968-69 

1.1.67 to 31.12.67 


No. of days 
stayed 

Status 

NIL 

Non-Resident 

210 

Resident 

NIL 

Non-Resident 

149 

Do. 

No of days 

stayed 

Status 

60 

Non-Resident 

150 

Do. 

NIL 

Do. 

272 

Resident 


Question No. 6. 

Sir Mohtndra Mohan Malhotra (unmarried) was employed in the Bombay 
Bnaeh of a Shipping Company having its branches throughout the world. 
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He drew his salary for April & May, 1969 at the rate of Rs. 500 per month. 
He went on leave on 1.6.69 for six months on full pay which was drawn by 
him in East Africa. While he was on leave he started a textile business on 
1.7.69 in East Africa. He returned to India on 30.11.69 and resigned from 
his service but continued to look after his textile business from Bombay. 
Profit from the textile business during 1.7.69 to 31.3.70 amounted to Rs. 6,000. 
Calculate the amount of tax payable by Sri Malhotra for the Assessment 
year 1970-71 treating him as Resident and Ordinarily Resident. 

ANSWER 

Income-tax payable by Sri Malhotra — unmarried, Resident and Ordinarily 
Resident — for the Assessment year 1970-71 will be calculated as follows — 
Salary earned and drawn in India Rs. 1,000 

Salary earned in India but drawn 

outside India 3,000 


Business controlled from India 

Rs. 

4.000 

6.000 

Total Income 

Rs. 

10,000 

Income-tax payable on Rs. 10,000 at the rates 
ruling in the Assessment year 1970-71. 

Rs. 5,000 Rs. 250 

5,000 @10% 500 



Rs. 750 

Less ; Personal allowance 125 

Rs. 

625 

Special surcharge @ 10% of Rs. 625 (Rounded off) 


63 

Total amount payable 

Rs. 

688 

Question No. 7. 

Sri Din Dayal Dugar, married having two children, 
income during the year ended 31st March, 1970 
Business carried inside India 

Business carried outside India but controlled from India 
Dividends on Sterling Shares 

had the following 

Rs. 4,000 

3.000 

2.000 


Rs. 

9,000 


Calculate the amount of tax payable treating Sri Dugar as (a) Resident 
and Ordinarily Resident, (b) Resident but not Ordinarily Resident and (c) 
Non-Resident. 


ANSWER 


£ 


Income-tax payable by Sri Dugar as Resident and Ordinarily Resident 
or the Assessment year 1970-71 will be calculated as follows — 

Profit from Business carried inside India Rs. 4,000 

Profit from Business carried outside India 

but controlled from India 3,000 

Dividend on Sterling Shares 2,000 


Rs. 


9,000 


Total Income 
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Income-tax on Rs. 5,000 

Rs. 

250 

4,000 @ 10% 


400 


Rs. 

650 

Less : Wife and children allowance 


240 


Rs. 

410 

Special surcharge payable @ 10% of Rs. 410 

- 

41 

Total amount payable 

Rs. 

45H 


(b) incomc-Tax payaoie oy an uugar as Kcsiaeni out not Urdinari 
Resident for the Assessment year 1970-71 will be calculated as follows — 

n .Hi. r — - - - InitoiMArr inn /In T n rl l o T1 n A /V 


Profit from business carried inside India 
Profit from business carried outside India 
but controlled from India 

Total Income 

Income-tax on Rs. 5,000 

2,000 <§• 10 % 


4.000 

3.000 

7.000 


Less : Wife and children allowance 240" 

Rs. 210 

Special surcharge payable @ 10% of Rs. 210 21 

Total amount payable Rs. 231 

(c) Income-tax payable by Sri Dugar as Non-Resident for the Assessment 
year 1970-71 will be calculated ’s follows — 

Profit from business carried inside India Rs. 4,000 


Rs. 

250 

200 

Rs. 

450 ’ 


240" 

Rs. 

210 


21 

Rs. 

231 


Total Income 

Income-tax on Rs. 4,000 © 5 % 

Amount payable after adjustment of marginal relief 


4,000 

200 

NIL 


Question No. 8. 

R am Ratan Raha retired on the 30th June, 1968 after completing 40 year’s 
service with Merchants and Traders Ltd. and received a gratuity of Rs. 15,000 
His basic salary for the years ended 31st December, 1967, 31st December, 1966 
and 31st December, 1965 was Rs. 620 per month, Rs. 600 per month and 
Rs. 580 per month. Calculate the amount of gratuity exempt from taxation 
in terms of Section 10(10). 


ANSWER 

(1) Avera ge monthly basic salary for 3 years ended 31st December, 1967 
Rs. 620 X 12+Rs. 600 X 12+Rs. 580 x 12 
Rs. 600 


36 


(2) One-half month’s basic salary 

for each year of completed service=Rs. 600 x 40 x J Rs. 12,000 

(3) 15 month’s basic salary — Rs. 600x15 Rs. 9,000 

The amount of gratuity exempt from taxation in terms of Section 10 (10)=Rs. 9,000 
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Question No. 9. 

Sri Sasi Sekhar Senapati retired on the 30th April, 1968 after completing 
36 year’s service with Continental Shipping Corporation Ltd. received a gratuity 
of Rs. 40,000. His basic salary for the years ended 31st December, 1967, 31st 
December, 1966 and 31st December, 1965 was Rs. 2,100 per month, Rs. 2,000 
per month and Rs. 1,900 per month. Calculate the amount of gratuity exempt 
from taxation in terms of Section 10 (10). 


ANSWER 

(1) Average monthly basic salary for 
3 years ended 31st December, 1967 
Rs. 2,100 x 12+Rs. 2,000 x 12+ Rs. 1900 X 12 


36 

(2) One-half month’s basic salary for each year of 
completed service^Rs. 2,000x^x36 

(3) 15 month’s basic salary =Rs. 2.000 x 15 

The amount of gratuity exempt from taxation in terms 
of Section 10(10)=:Rs. 24,000 (maximum amount admissible). 


Rs. 

2,000 

Rs. 

36,000 

Rs. 

30,000 


Question No. 10. 


Sarat, Subodh, and Suren major sons of late Phanibhusan, carried on the 
cloth business at Burdwan, Bankura and Birbhum under the style of “Sarba- 
mangala Cloth Shop” started by their father in 1948. They mutually agreed to 
partition their ancestral cloth shops with effect from 1. 10. 69. The books of 
account showed a profit of Rs. 12,000 for the period 1. 4. 69 to 30. 9. 69. Sarat 
took over the shop at Burdwan which showed a profit of Rs. 6,000 for the 
period 1. 10. 69 to 31. 3. 70. Subodh took over the shop at Bankura which 
showed a profit of Rs. 8,000 for the period 1. 10. 69 to 31. 3. 70. Suren took 
over the shop at Birbhum which showed a profit of Rs. 4,000 for the period 
1. 10. 69 to 31. 3. 70. Sarat (married, having 2 children) was a part-time lecturer 
in a local college on a salary of Rs. 450 per month. Subodh (married, having 1 
child) was owner of a house let out at Rs. 250 per month. Suren (unmarried) 
had no other source of income. Calculate the amount of income-tax payable by 
flic family and the sons for the Assessment year 1970-71. 


ANSWER 


Income-tax payable by the family for the Assessment year 1970-71 will be 
calculated as follows— 

Profit from the shops at Burdwan, Bankura and 

Birbhum for the period 1 .4.69 to 30-9-69 Rs. 12,000 


Income-tax on Rs. 10,000 Rs. 750 

2,000 @ ■ 17% 340 



Rs. 

1,090 

Less : Family allowance 


200 


Rs. 

890 

Special surcharge payable @ 

10% of Rs. 890 

89 

Total amount payable 

Rs. 

979 
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Income-tax payable by Saiat for the Assessment year 1970-71 will be 
calculated as follows— 

Salary for the year ended 3 1st Mai eh, 1970 Rs. 5,400 

Profit from cloth shop at Hurd wan for the period 

1.10. 69 to 31 3.70 6,000 


Total Income 

Rs. 

11,400 

Income-tax on Rs. 10,000 Rs. 750 



1,400 a 17% 238 



Rs. 988 



Less : Wife and children allowance 240 

Rs. 

748 

Special surcharge « 10% of Rs. 748 (Rounded off) 


75 

Total amount payable 

Rn. 

823 

Income-tax payable by Subodh lor the Assessment year 

1970-71 

will be 

calculated as follows — 



li bom cloth 'drop at Banhura 



lor tlit neriod ' 10. 69 to 31 3.70 . 

Rs. 

8,000 

Income from House property Rs. 3,000 



Less : l/6th for repair 500 


2.500 

lotal Income 

Rs. 

10,500 

Income-tax i n Rs. 10,000 

Rs. 

750 

500 <« 17% 


85 


Rs. 

835 

Less : Wife and children allow aiK. 


220 


Rs. 

615 

Special surcharge 10% of Rs. 615 (Rounded off) 


62 

Total amount payable 

Rs. 

677 

Income-tax payable by 3men foi the Assessment year 

1970-71 

will be 

calculated as follows — 



Profit from cloth shop at Birbhum for the period 



1. 10. 69 to 31 3 /0 

Rs. 

4,000 

Income-tax on Rs. 4,000 5% 

Rs. 

200 

Less : Personal allowance 


125 

Total amount payable 

Rs. 

75 

Amount payable after adjustment of marginal relief 

NIL 


Question N 



Ajoy, Biren and Charu are active partners in a firm of cloth dealers. The 
firm’s Profit and Loss Account for the year ended 31st March, 1970 is appended 
below. Compute the total income of the firm for income-tax purposes and 
allocate the same amongst the partners. 

1—35 
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To Salaries Rs. 16,500 

Rent, rates etc. 6,000 

Income-tax 3,250 

Advertisement 1 ,500 

Postage and telegrams 1 ,300 

Reserve for doubtful debts 1 ,750 

Fire Insurance premium 1 ,200 

Salary paid to partners: 

Ajoy Rs. 6,000 

Biren 4,800 

Charu 3,600 14,400 

Interest on Capital : 

Ajoy Rs. 1,200 

Biren 2,400 

Charu 3,000 6,600 


Net profit : 

Ajoy 50% Rs. 35,000 
Biren 30% 21,000 

Charu 20% 14,000 70,000 


Rs. 1,22,500 Rs. 1,22,500 


(Final — I. C. YV. A.) 

ANSWER 


Computation of total income for the year ended 31. 3. 70 
Assessment year 1970-71. 


Profit as per Profit and loss A/c 


Rs. 70,000 

Add : Income-tax 

Rs. 3.250 

Reserve for doubtful debis 

1,750 

5,000 



Rs. 75,000 

Less : Interest on partncis' drawings . 
Ajoy 

Rs. 1.200 

Biren 

850 


Charu 

450 

2,500 

Add : Salary paid to partners. 


72,500 

Ajoy Rs. 6,000 

Buui 4,800 

Charu 3,600 

Rs. 14,400 


Interest paid to partners : 

Ajoy Rs. 1 ,200 

Biren 2,400 

Charu 3,000 

6,600 

21,000 


By Gross profit Rs. 1,20,000 

Interest on partners’ 
drawings : 

Ajoy Rs. 1,200 

Biren 850 

Charu 450 2,500 


Total income for Income-tax purposes 


Rs. 93,500 
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Allocation to Partners 


Salary 

Interest on Capital 

Share of Profit 

Ajoy 
Rs. 6,000 
1.200 
37,500 

Bircn 
Rs. 4,800 
2,400 
22,500 

Charu 
Rs. 3,600 

3.000 

15.000 

Total 
Rs. 14,400 
6,600 
75,000 

Less : Interest on drawings 

Rs. 44,700 
1,200 

Rs. 29,700 
850 

Rs. 21,600 
450 

Rs. 96,000 
2,500 


Rs. 43,500 

Rs. 28,850 

Rs. 21,150 

Rs. 93,500 


Question Sb/ 12. 

X, Y, and Z arc partners in a firm Their profit and Loss Account for the 
year ended 31st March, 1970 is gi\en below : 


To loss Rs. 8,000 

Interest on Capital 
X Rs. 3,000 
Y 2,000 

Z 1,000 6,000 

Z’s salary 2,000 

Rs. 16,000 


By Distribution of net loss 
X Rs. 8,000 
Y 6,000 

Z 2.000 Rs. 16,000 


Rs. 16,000 


You arc informed that X had income from other sources amounting to 
Rs. 8,000. Y and Z had no other income. Stale how the assessment will be 
made if the firm is treated as (i) a registered one and (li) an unregistered one. 

(Calcutta University— M. Com.) 

ANSWER 

Computation of total income for the year ended 31. 3. 70. 

Assessment year 1970-71. 

Net loss as per Profit and Loss A ccount Rs. 16,000 

Less : Interest on capital 

X Rs. 3.000 

Y 2,000 

7 1,000 

Rs 6.000 

Salary paid to Z 2,000 8,000 


Total Income for Income-tax purposes 

Allocation to Partners: 

Total X 

Salary Rs. 2,000 x 

Interest 6,000 Rs. 3.000 


8,000 

Loss Rs. 8,000 


Y Z 

x Rs. 
Rs. 2,000 


2.000 

1,000 

2.000 


Share of loss Loss 16,000 Loss 8,000 Loss 6,000 Loss 2.000 
Loss Rs. 8,000 Loss Rs. 5,000 Loss Rs. 4.000 Profit Rs. 1 ,000 


(i) If the firm is assessed as a registered one, then the total income of 
the firm for Income-tax purposes will be Rs. 8,000 Loss — Allocated as X- 
Loss Rs. 5,000 Y-Loss Rs. 4,000 and Z-Profit Rs. 1 .000. X will be Assessed 
on a total income of Rs. 3,000 (Rs. 8,000 as income from other sources 
minus share of loss of Rs. 5,000). Y will be assessed on a loss of Rs. 4,000 
which will be carried over to the Assessment year 1971-72 and Z will be assessed 
on a total income of Rs. 1,000. 
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(ii) If the firm is assessed as an unregistered one, then total income of 
the firm will be Rs. 8,000 Loss which will be carried over to the Assessment 
year 1971-72 and will be set off against the positive income of the firm, if any, 
from the same business in that assessment year. 

Question No. 13 , 


A, B and C ar^Twtners of a firm. They share profits and losses in the 
proportion on one-half, one-third and one-sixth respectively. The following 


Salaries and wages Rs. 

18,500 

By Gross profit Rs. 

J, 40, 000 

Business expenses 

16.700 

Profit in 


Rent paid to B 

Partner’s salaries 

3.000 

speculation 

6,000 

A Rs. 5.000 

B 4.000 

9,000 



Interest 

1,500 



Reserve for doubtful debts 

5,000 



Commission to C 

1.000 



Charity 

1 .000 



Fines paid to Customs 

Interest on Capital : 

300 



A Rs. 4,200 

B 3.600 

C 1.200 

9,000 




Net profit transferred 
to partner's Capital Accounts 8 1 .000 

Rs. 1.46,000 


Rs. 1,46.000 


You are required to ascertain the taxable income of the firm (on the 
assumption that the firm is a registered one) and share of income of each 
partner from the firm. 

(Calcutta Uni versity— M. Com.) 

ANSWER 

Computation of total income for the year ended 31. 3. 70 
Assessment year 1970-71 

Profit as per Profit and Loss Account Rs. 81,000 

Add : Reserve for doubtful debts Rs. 5,000 

Charity 1,000 

Fines paid to customs 300 6,300 


Add : Salary paid to partners : 

A Rs. 5,000 

B 4,000 Rs. 9,000 

Interest paid to partners : 

A Rs. 4,200 

B 3,600 

C 1,200 9,000 

Commission paid to C 1 ,000 

Total Income for Income-tax purposes 


6,300 

87,300 


19,000 
Rs. 1,06,300 
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Allocation to Partners : 




Total 


A 


B 


C 

Salary 

Rs 

9 000 

Rs 

*5,000 

Rs 

4,000 


X 

Intel cst 


9 000 


4 200 


3 600 

Rs 

uoo 

Commission 


1 000 




/ 


1,000 

Share ol profit 


87 100 


43 6 SO 


29 100 


14,550 


Rs 

1 06 300 

Rs 

52 8s() 

Rs 

36 700 

Rs 

16,750 


Question No. 14. 

Misia, Medhi ii^ptLAIan ipatia lie acti\c pidncis in i firm of cloth 
dcalcis The In m s Pi old u 1 l >ss \c unt foi t] ^ ye ir ended 31st March 
1970 is appended belo \ ( <Mnpi le Hie tot tl .neome <>t Uie fnm loi Income-tax 
purposes and allocate Hi - mi im *r„ ( Mil putneis 


Salaries 

Rs 

Ii000 

By G« pu fit 

Rs 

81,000 

Rent, rates etc 


5 500 




Income-tax 


2 750 




Advertisement 


1 700 




Postage & tclegiam 


1 800 




Res - 1 » \>ubtiul debt 

S 

1 250 




s nary j a to pattners 






Misra Rs 7,200 






Medhi 4 S00 






Mahapatia 2 400 


14 401 




Intu cst on C pital 






Misia Rs 2 400 






Medhi 1 200 






Mahapatia 3 000 


6 600 




Balance c in led down 


35 ()00 





Rs 

8 1 000 


Rs 

81.000 

Net profit allocated 



B> Balance brought down 

Rs 

35,000 

Misia 2V 1 

Rs 

15 000 

Pi ofit ai ising from 



Medhi 3S (> 


21 000 

Sale of “Long teim ’ 



Mahapatia 40 0 


24 000 

C apital Asset (Com- 






pi ising ol Securities) 


25,000 


Rs 

60 000 


Rs. 

60,000 


(Utkal University — M. Com.) 

ANSWER 

Computation of total income for the year ended 31.3.70 
Assessment year 1970-71 

Net profit as per 

Profit and Loss Acc ou ill Rs 60 000 
Less : Pi ofit ai ising 

fiom sale of "Long 

term” Capital Asset 25 000 


Carried over 


Rs. 35,000 
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Total 


Misra 

Mcdhi 

Mahapatra 

Brought Forward 35,000 






Add Income-tax 2,750 






Reserve for doubtful 
debts 1.250 






Rs. 39.000 

Rs. 

9.750 

Rs. 13,650 

Rs. 

15,600 

Add : Salary 14,400 


7.200 

4.800 


2,400 

Interest on Capital 6,600 


2,400 

1.200 


3,000 

Business profit Rs. 60,000 

Profit arising from 

sale of “Long-term Capital 

Rs. 

19.350 

Rs. 19,650 

Rs. 

21,000 

Asset (As per N ote) 7.000 


1 .750 

2,450 


2,800 

Total Income Rs. 67,000 

Rs. 

21,100 

Rs. 22,100 

Rs. 

23.800 


Note : Profit arising from Sale of “Long-term” Capital Asset com- 
prising of Securities (Section 80 T) Rs. 25,000 

Less 100% of Rs. 5,000 Rs. 5,000 

65% of 20,000 13,000 18,000 


Rs. 7,000 


Question No. SMS 

Sri Radha Raman Raha furnished you -with the following particulars with 
a request to compute his total income for the year ended 31st March, 1970 on 
the basis of which he will submit his return of income to the Income-tax 
authorities — 

(a) Salary — Rs. 3,000 per month. 

(b) Annual profit bonus ^ 20% of salary paid in February, 1970. 

(c) He was provided with a rent-free unfurnished accommodation in 
Calcutta for which a rent of Rs. 750 was paid monthly by his employer. 

(d) His Life Insurance premium of Rs. 6,000 was paid by his employer in 
March, 1970. (Policy for Rs. 80,000 without profits). 

(e) His wife was sick and medical expenses amounting to Rs. 3,000 was 
paid by his employer in January, 1970. 

(0 He was provided with a domestic servant whose monthly salary of 
Rs. 100 was paid by his employer. 

(g) He purchased books and engineering journals valuing Rs. 1,250 in 
September, 1969. 

(h) Rs. 3,000 was paid by his employer in July, 1969 towards education 
of his eldest son. 

Final— (I.C.W.A.) 

ANSWER 


Computation of total income of Sri Radha Raman 
Raha for the year ended 31st March, 1970. 
Assessment year 1970-71. 


Salary (w Rs. 3,000 per month 

Rs. 36,000 

Annual profit bonus (a) 20% of salary 

1,200 

Rent-free accommodation 

3,600 

Carried over 

Rs. 46,800 
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Brought Torwatd 

Life Insuiance premium paid by cmployei 

Ficc domestic servant 

Education expense borne by employer 

Rs. 

46,800 

6,000 

1,200 

3,000 

Less : 

Cost of books purchased 

Rs. 

57,000 

500 

Gross 
Less : 

Total Income 

Deduction lor Life Tnsuiancc Premium 

60% of Rs. 5 000 Rs. 3,000 

50% of 1,000 500 

Rs. 

56,500 

3,500 

Total Income 

Rs. 

53,000 


Notes: (1) Rent pad by the employe: lot the rent-tree unfurnished 
accommc dation is less than 30% of the saLiy as such the 
taxable benefit should be computed (u 10% of salary 
Rs. 36,000. 

f2) Reimbuisemcnt of medical expenses incuried by employees 
is not taxable. 

(3, Adnuss ble expenses foi puichase of boohs are limited to 
Rs. 500. 

Question No. 16^ 

Sri Nabin C'ln dia Dull (unmairicd) icceivcd dunng the yeai ended 31st 
Match, 1970, Rs 12.000 as basic salaiy and Rs. 3,000 as annual bonus r o 25% 
of the basic salary. He contributed Rs. 1,800 tow aids his Provident Fund 
contributions, a similar amount was paid by Ins employer. Interest (a 9% 
amounting to Rs 1,800 was credited to his Pi evident Fund Account. He paid 
Rs. 4,000 as Life Insuiance piemium (Capital sum assuied being Rs. 30,000 
without profits) 

Calculate the amount of tax payable by him if the Provident Fund is 
recognised undci the Income-tax Act, 1961, as also if the Provident Fund is 
unrecognised pnvatc fund. 

(Final— I.C.W.A.) 

ANSWER 

(i) If the Provident Fund is recognised under the Income-tax Act, 1961, 
the amount of tax payable by Sri Nabin Chandra Dutt will be calculated as 
follows — 


Salary for the year ended 31st March, 1970 
Annual Bonus (d 25% of Salaiy 


Rs. 

12,000 

3,000 

Employer’s contribution to Prov. Fund Rs. 

1,800 


Less: 10% of Salary 

1,200 


600 

Interest on Prov. Fund (u 9% Rs. 

1,800 



Less : Proportional amount (a 6 % 

1,200 


600 

Gross Total Income 

Less : Life Insurance piemium of 10% of 


Rs. 

16,200 

Rs. 30,000 i.e., Rs, 3,000 plus Provident 
Fund contribution of Rs. 1,800 in all 




Rs. 4,800 -60% thereof 



2,880 

Total Income 


Rs. 

13,320 
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Income-tax payable on Rs. 13,320 at the rates 
ruling in the Assessment year 1970-71. 


Rs. 10.000 Rs 750 

3,320 ^ 17% 564 


Rs. 

1,314 



Less: Personal allowance 

125 

Rs 

1,189 

Special Surchaige a 10% of Rs. 1.189 (Rounded 

off) 


119 

Total amount payable 


Rs 

1,308 

(ii) If the Provident Fund is unrecognised prhate 

Fund, the 

amount of tax 

payable by Sri Nabin Chandra Dutt will be calculated 

as follows 



Salary for the year ended 31st March, 1970 


Rs 

12,000 

Annual bonus a 25% of saktij 



3,000 

Gross Total Income 

Less • Life Insurance premium of R' 4,000 (nil 
limited to 10% of Rs 30.000 le, 3 001 

) 

Rn 

15 000 

— 60% theieof 



1,800 

Total Income 


Rs 

13,200 

Income-tax payable on Rs. 13,200 at the rates 




ruling in the Assessment year 1970-71. 




Rs. 10,000 Rs 

750 



3,200 ,< 17 % 

544 



Rs. 

1,294 



L,ess • Personal allowance 

125 

Rs 

1,169 

Special Surcharge <u 10%ofRs 1,169 (Rounded 

off) 


117 

Total amount payable 


Rs 

1,286 


Question No. 17. f 

Sn Santi Saran Senapati furnished you with the following particulars 
with a request to compute his total income for the year ended 31st March, 
1970 on the basis of which he will submit his icturn of income to the Income-tax 
Authorities. 


(a) 

Salary after deduction of income-tax of 

Rs. 700 and Provident Fund contribu- 
tion of Rs. 1,800. 

Rs. 

9,500 

(b) 

Recognised Provident Fund contribution by 
his employer. 

Rs. 

1,800 

(c) 

Interest on Provident Fund balance @7% 
per annum. 

Rs. 

2,100 

<d) 

He was provided with domestic servant 
whose monthly salary of Rs. 100 was paid 
by his employer. 
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(e) He was provided with a rent-free un- 
furnished accommodation in Cuttack for 
which monthly rent of Rs. 250 was paid by 
employer. 


(Utkal University VI. Com.) 


ANSWER 

Computation of total income for the >car ended 31st March, 1970. 
Assessment Year 1970-71. 


Net salary received 

Rs 

l )M)0 


Add : Income-tax deducted at source 

Provident I’und Conti ibutnm 
of Sri Santi Sai in Sena pat i 
deducted at MHirce 


70D 

1.8(H) R. 

12 000 

Employees conli ibulion to Recognised 
Provident Lund 

Rs 

1 .SOU 


Less: ‘don-taxable amount King 

10% ol Rs. 12,000 


1.200 

600 

Inteicston Provident Lund balance 
(u) 7 % per annum 

Rs 

2.100 


Less : Proportionate non-ia\uble 

amount n 6% 


1 ,800 

300 

Rent-free unfurnished accommodation 
in Cuttack - 10% of Rs. 12.000 

Rs. 

1,200 


Add : (R,. 3.000 less 20% of Rs. 12,000) 

i. e., Rs. 3.000 less Rs. 2,400 


600 

1.800 


Gross Total Income 

Less : 60% of Rs. K800 being Prov. Lund 

contribution ol Senapali 

Total Income 


Rs. 14,700 
1.080 


Rs. 13 620 


NoYe : The monetary equivalent of Face domestic servant is not 
taxable as the annual cash emoluments is less than Rs. 18,000. 
[Section 17(2)(iii)(c)] 

Question No. 18. 

Sri Sailen is an employee of a limited company getting a salary of 
Rs. 2,000 per month and rent-free unfurnished quarters. He gets free lunch 
during the office hours (estimated value of this amenity is Rs. L200). The 
annual premium on the assurance of his own life (Policy for Rs. 60,000 
without profits) is Rs. 5,000 of which he pays Rs. 3,000 out of his salary and 
the company pays Rs. 2,000. Two gardeners are paid (Rs. 1,800) by the company 

1—36 
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to maintain the compound of the house in which Sailen lives free of charge 
He receives entcitainmcnt allowance horn the company at Rs 6,000 p a since 
1950 What would be the total income of Sailen, assuming that year ol the 
income is 1969-70 9 


[Calcutta University — B. Com. (Hons.)] 

(1) Fstimated value ot tree lunch i c Rs 1,200 is taxable 

(2) Insuiancc premium of Rs 2,000 paid by the employe i is a taxable 
perquisite 

O) Salaiy of 2 gardeners ic Rs 1 800 paid by the company is not a 
taxable peiquisite in the hands ot the employee 

(4) Entertainment Allowance Rs 6,000 

less 20 °„ ol salary i e Rs 24 000 4,800 


Taxable Allowance 

Rs 

1,200 

(*>) Value of rent-free unfurnished quaitei 
has not been mentioned) 

(The amount ol 

tan rent 

Salar\ 

Rs 

24,000 

Taxable Fntertainment Allowance 


1,200 


Rs 

25,200 

10 of Rs 25 200 

Rs 

2,520 


Salarv a Rs 2 000 per month 

Rs 

24 000 

Estimated value ol Free lunch 


1 200 

Entertainment Allowance 


1 200 

Value ot Rent-free unfurnished quarter 


2 520 

Life Insurance Premium paid by the Company 


2 000 

Gross Total Income 

Rs 

30,920 

Less 60% of Rs 5,000 being Life Insurance 

Premium paid by Sri Sailen and his employer 


3,000 

Total Income 

Rs 

27,920 


Question No. 1 


Sn Nirmal, an employee of a company, who is married shows the following 
particulars of his income for the year ended 31st March, 1970 — 

(a) Salary — Rs 1 ,200 per month (b) The following amounts have been paid 
by the employer m addition to salary — 


(1) Rent-free unfurnished house at Rs 75 per month ; 

(2) Electric bills for Rs 500 (personal consumption) . 

13) Insurance premium on assessce’s Irfc at Rs 100 per month ; (Policy 
for Rs 15,000 without profits) 

(4) Tuition fee for assessee’s son amounting to Rs 1,000 ; 

(5) Car allowance amounting to Rs 1,200 (actual expenditure on car 
Rs 500) ; 
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(6) Entertainment allowance amounting to Rs. 1,500 (icgularly paid by 
the employer company since 1951). 

Find out the taxable income. 

[Calcutta University — B. Com. (Hons.) | 


ANSWER 

Computation of taxable income from salary of Sri Nirmal for the 
year ended 31st March, 1970 — Assessment year 1970-71. 


Salary (<v Rs. 1,200 p m. 

Rent-free unfurnished accommodation 

Electric bill paid by the employer 
insurance premium paid by the employer 

Tuition fee for son paid by the employer 
Entertainment allowance Rs 

I.S00 

Rs. 

14-100 

900 

500 

1 200 
1,000 

[ \dmissible deduction 

1 500 


ML 

Car allowance (Rs 1,200 less Rs 500) 



700 

Gioss Total Income 


R> 

IX ,700 

Less : 60% of Rs 1,200 being Lite 

Insurance Piemium paid by 
the cmployei 



720 

Total Income 


Rs 

1 7.9X0 


Question No. 2P 


Sii Rampada, an employee ot New lea Co Ltd shows the following 
paiticulais of his income earned in the financial yeai ended 31st March, 
1970 — 


(i) Salary (including employee’s conti ibution ol 

Rs. 1,800 to a recognised providem fund) Rs 

(n) Dearness Pay 

(in) Employer's contribution to the pi evident fund 

(iv) Interest on the accumulated balance in the 
piovident fund— calculated at 9 per cent 

(v) Cat allowance (actual expense Rs. 900) 

(vi) Club bills of the assessee paid by the employer 
(vn) Entertainment allowance (the assessee was not 

in receipt of the entertainment allowance before 
1st April, 1955) 

(viii) Life Insurance piemium on the life ol Shri 
Rampada was paid by the employer. 

Find out taxable income of Shri Rampada under salary. 


12.000 

6.000 

2,800 

3,600 

1.200 

2,000 


400 

3,000 


[Calcutta University— B. Com. (Hons.) ] 
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ANSWKR 


Computation of taxahlc income of Shri Rampada from salary for the 
year ended 31st March, 1970. Assessment year 1970-71. 


Salary (including employee's contribution 

of Rs. 1,800 to a recognised provident fund) 


Rs. 12.000 

Dearness Pay 


6,000 

Employer's contribution to the provident 
fund (Rs. 2.800 less Rs. 1,800) 


1 .000 

Interest on the accumulated balance in the 
provident fund (Excess over 


1.200 

Car allowance (Rs. 1.200 less actual expense Rs. 900) 

300 

C lub bills of Shi i Rampada paid by the employer 


2.<M)0 

Entertainment allowance 


400 

Life Instn ance premium paid by the employer 


3.000 

Gtoss Total Income 


Rs. 25.900 

Less : C\>ni; ibution to Recog. Pun. f und Rs. 

1.8(H) 

* 

Life Instn ance Premium 

3.000 


(»tT' 0 of Rs 

4.800 

2,880 


Total Income Rs 23,020 


Notes : (1) It in presumed that Life Insurance Policy is foi nnuc than 

Rs 30,000. 

(2) As entertainment allowance was not received before I si A pul, 
1955, this will be taxed in full 

(3) Non-taxable poilion of the Employees conti ibution 
to the Provident bund amounting to Rs. 1 ,8(K) icpresents 
10“,' of Salary Rs, 12,000 and Dearness pay Rs. 6,000. 

Question l ,, 

Sri Anti is me owner o! a building at Rajpur winch is moil gaged to 
Sri Burial. The net municipal assessment ot the building is Rs 8,100. He 
incurs the following expenses during the yeai ending 3 1 si March. 1970 

(:<) Repairs - Rs. 1,000; (h) f'iie Insurance- -Rs. 275 ; (c) Interest 

on mortgage Rs 500 ; (d) Collection cluuges Rs. 600 , (e) Municipal tax 
Rs. 900. 

The house was constructed in 1949. Rent amounting Rs 8.5(H) was 
i ocoived for the \ ear ending 31st March. 1970. I ind out the net assessable 
income of Sri Anil. 

[Calcutta University - B. Com. (Hons.)] 

ANSWER 


Computation of net assessable income of Sri Anil for the year 
ending 31st March, 1970 - Assessment year 1970-71. 

Gross annual value (being the greater of municipal 


value of Rs. 8,100 and actual rent of Rs. 8,500) 
Less : Municipal tax 


Rs. 

8,500 

900 

Adjusted annual value 

l.css : 1 /6th for repair Rs. 

Fire Insurance 

Collection charges 

1,267 

275 

Rs. 

7,600 

(Upto6%ofRs. 7,600) 

456 


1,998 

Net assessable income (Rounded off) 


Rs. 

5,600 
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Note : With effect fiom the assessment year 1969-70 interest on mortgage 
is not an admissible expense unless the amount of mortgage is 
utilised for the construction of the h<>u,e. 


Question No. 22. 

The following is the Profit and Loss a/c of Sri Roy for the year ending 
31st March, 1970- 


Rates and Taxes Rs 

450 

Establishment 

1.750 

Rent 

600 

Household expend 

1,450 

Discount A. Allowance 

250 

Income-tax 

480 

Advertisement 

200 

Postage, Stationery 


A Printing 

800 

Fire Insurance 

150 

r ofV ft Presents 

160 

C ii.l. ij 

1,150 

Repaii s 

50 

Interest on I oan 

2.500 

Reserve for Doubtful 


Debt* 

1.300 

Interest on capital 

250 

Net piofit 

3,660 

R> 

15,200 


13 y Gross Profit Rs. 14.623 
,, Bank Interest 577 


Rs. 15,200 


You are lequired to ascertain the taxable income for Su Ro\ 

[Calcutta Cimcrsity 13. Com. (Hons.)] 


ANSWER 


Computation ol taxable income of Sri Roy for the year 
ended 31st March, 1970. -Assessment year 1970-71. 


Net Piotit as per Profit Loss A/c 

Add : Household expenses 
Income-tax 
Gifts & Presents 
Char tty 

Reserve for doubtful debts 
Interc'l on Capital 

Total taxable Income 


Rs. 3,660 

Rs 1,450 
480 
160 
1.150 
1 .300 

250 4,790 

Rs. 8,450 


Question NtjHB- 

From the following Profit & Loss A/c of Sri Kamal Roy for the year 
ended 31st Dec. 1969 find out his taxable income from business. 
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To Salary, Bonus, etc. Rs. 

5.720 

By 

Gross Profit Rs. 

28,635 

,, General Charges 

2,640 


Interest on Govern- 


,, Interest on Bank Loan 

480 


ment Securities 

1,660 

Intercbt on Capital 

1.580 

* 9 

Discount 

365 

,, Reserve for Doubtful Debts 

835 

9 9 

Bad Debts recovered 

440 

Bad Debts 

1,000 

U 

Profit on sale of long- 


„ Audit fee 

300 


term investments 

750 

„ Rent 

2,030 


Sundry receipts 

350 

„ Income-tax 

1.760 




„ Chanty 

485 




„ Law Charges 

370 




.. Compensation paid to a 





retrenched employee 

1.500 




Lxtension of building 

1.500 




Net Profit 

12.000 




Rs 

32,200 


Rs. 

32,200 


In computing the income, the following facts should be taken into 
consideration- - 

(a) In the item of tent Rs 600 is included in respect of the rent of the 
office budding which belongs to the proprietor himself. 

(b) In the amount of salaries Rs 320 is included m icspect of employees 
contribution to provident fund which is recognised. 

(c) General expenses include Rs. 350 in respect of new furniture 
puichased during the year. 

(d) Amount of depreciation allowable according to rules works out at 
Rs. 1.275. 

(e) Law chaiges include a sum of Rs. 100 being penalty imposed by 
Customs authonties 

[Calcutta University— B. Cora. (Hons.)] 

ANSWER 


Computation of taxable income of Sri Kama) Roy 
from business for the year ended 31st December, 1969. 
Assessment year 1970-71 

Net Prutit as per Profit & Loss A/c Rs 


Interest on Capital 

Rs. 1,580 

Rescue for Doubtful Debts 

835 

Income-tax 

1,760 

Chanty 

485 

Lxtension of building 

1,500 

Rent to self 

600 

Law charges 

100 

General expense for purchasing 
furniture 

350 


1 2, (XX) 


7,210 


Less- Interest from Government Securities Rs. 1,660 
Profit on sale of Long-term 

investments 750 

Depreciation allowable 1,275 


Rs. 19,210 

3,685 


Rs. 15,525 


Taxable Income from business 
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Question No. 24. 


Shri A and Shri B arc equal partners in a registered firm whose Profit and 
Loss Account for the year ended 31st December, 1969 is given below : 


To Salaries, wages and bonus 

Rs. 4,000 

By Gross Profit Rs. 

37,000 

General expenses 

6,000 

Bank Interest 

1,000 

Sales tax 

1,500 

Bad debt recovered 


Rent, rates & taxes 

1 ,300 

(disallowed in cailier 


Development rebate reserve 

1 ,500 

year's assessment) 

600 

Depreciation reserve on 




old plant and machinery 

1,200 



Bad debts written off 

300 



Doubtful debt reserve 

800 



Advertising 

2.000 



Subscription and charity 

1 .000 



Loss on sale of motor-car 

2,000 



Interest on Capital : 




A— Rs. 1,500 




B— 1,500 

3,000 



Partners’ Salary : 




A—Rs. 1,200 




B— 1,800 

3.000 



Commission to B 

1,000 



Net Profit : 




A - Rs. 5,000 




B- 5,000 

10,000 




Rs. 38,600 

Rs 

38,600 


Notes: (i) General expenses include Rs. 200 being legal charges for 
drawing up a new partnership deed. 

(ii) Advertising represents Rs. 700 being cost of permanent sign- 
board and Rs. 1,300 being cost of insertions in trade journals. 

(iii) The motor-car is entirely used for private purposes of the 
partners. 

(iv) Subscription and charity include — 

(a) Rs. 200 to Trade Association, (b) Rs. 500 for refugees 
from East Pakistan, (c) Rs. 300 to a school. 

(v) (a) The written down value of old Plant and Machinery as 

on 1st January, 1969 conics to Rs. 5.000. 

(b) On the 31st December, 1908 a new Plant and Machinery 
amounting to Rs. 10,000 was purchased, installed and put 
into use. 

(c) Depreciation at 10 per cent is allowable on all Plant and 
Machinery. 

Compute the assessable income of the firm and show the allocation 
between the partners. 

[Calcutta University — B. Com. (Hons.)] 
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ANSWER 

Computation of total income of the firm for the year ended 31.12.69. 
Assessment Year 1970-71. 


Net Profit as per Profit and Loss Account 


Rs. 10,000 

Less : Bad debt recovered (taxed in an earlier year) 

600 

Add : General expense 

Rs 200 

Rs. 9.400 

Advertising expense 

700 


Loss on sale of motor-car 

2.000 


Charity 

800 


Development rebate reserve 

1,500 


Depreciation reser\e 

1.2(H) 


Doubtful debt reserve 

800 

7,200 



Rs. 16,600 

Less : Depreciation 



10°„ of Rs. 5,000 

500 


io° ( ; of 10,000 

1,000 


Development rebate : 

20°; of Rs. 10,000 

2,000 

3,500 



Rs. 13,100 

Add: Salary paid to A Rs. 1,200 

B 1,800 

3,000 

Interest paid to A Rs. 1,500 

B 1,500 

3,000 


Commission paid to B 

1.000 

7,000 

Total Income of the firm for Income-tax purposes 

Rs. 20.100 

Allocation to Partners : 



Total 

A 

B 

Profit Rs. 13.100 

Rs. 6.550 

Rs. 6,550 

Salary 3.000 

1,200 

1 ,800 

Interest 3,000 

1,500 

1.500 

Commission 1,000 

— 

1 ,(HM) 

Rs. 20.100 

Rs. 9,250 

Rs. 10,850 


Question No. 25. 

Calculate the amount of depreciation admissible for the Assessment year 
1970-71 in terms of Section 32 of the Indian Income-tax Act, 1961, on the 
basis of the following particulars — 

(a) Ocean-going steamer : Actual cost Rs. 80,00,000 ; written down 
value on 1-4-69 Rs. 60,00,000 ; Rate of depreciation — 5% 

(b) Buildings : Actual cost Rs. 10,00,000 ; written down value on 1-4-69 
Rs. 8,57,375 ; Addition on 1-7-69— Rs. 1,42,625 ; Rate of depre- 
ciation — 5% 
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(c) Motor Lorries : Actual cost Rs. 40,000 ; written down value on 
1-4-69 Rs. 22,500 ; Additions 1-12-69— Rs. 50,000; Rate of 
depreciation -30% 

(d) Motor Car : Actual cost - Rs. 20,000 ; written down value on 
1-4-69 -Rs. 12,800 ; Sold on 31-1-70 for Rs. 22,500 ; Rate of depre- 
ciation -20% 

(c) Typewriters : Actual cost Rs. 1,200 ; written down value on 1-4-69 
-Rs. 1,020 ; Additions on 15-3-70 -Rs. 1.280; Rate of depre- 
ciation — 1 5 % 

(f) Accounting Machine : Actual cost — -Rs. 2.000 ; written down value 
on 1-4-69 -Rs. 1,700 ; Sold on 1-2-70 lor R>. 1,200 ; Rate of 
depreciation -15% 

(IJtkal University — M. Com.) 

ANSWER 

Depreciation 


(a) 

Ocean-going steamer : 


Admissible 


Actual cost 

Rs. 80,00,000 «7 5 "/,, 

Rs. 4.00.000 

(b) 

Building : Actual cost 

Rs. 10,00.000 



Wnttcn down value on 1-4-69 
Addition on 1-7-69 

8.57.375 

1,42.625 




Rs. 10.00.000 ./• 5 •„ 

Rs. <0.000 

(c) 

Motor Lorries : Actual cost 

| 

§ 

V- 

V 



Written down value on 1-4-69 
Additions on 1-12-69 

22.500 

Rs. 50.000 




72.500 c/ 30 n li 

Rs. 21,750 

(d) 

Motor Car : Actual cost 

Rs. 20.000 



Written down \alue on 1-4-69 

12.800 



Sold on 31-1-70 

Rs. 22.500 



Profit amounting to Rs. 7.200 Rs. (20.000 less Rs. 12.800) is 

taxable as income under Section 41 (2) of the Income-tax Act. 1961. 
Profit amounting to Rs. 2.500 (Rs. 22.500 less Rs. 20,000) is 

taxable as "Capital Gains" under Section 45 (I) of the Income-tax 

Act. 1961. 

(c) Typewriters : Actual cost Rs. 1.200 

Written down value on 1-4-69 Rs. 1.020 
Additions on 15-3-70 1.280 

Rs. 2,300 tif 15°,; Rs. 345 


(f) Accounting Machine : Actual cost Rs. 2,000 

Written down value on 1-4-6$ Rs. 1,700 


1-37 
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As the machine was sold depreciation is not admissible on percen- 
tage basis but the difference between the written down value and 
sale price (Rs. 1,700 less Rs. 1,200) i. e., Rs. 500 will be allowed 
as a deduction under Section 32(1 )(iii) provided the amount is 
written off in the books of the assessee. 

Question N$ 26/ 

Mr. Das Gupta, an individual having the status of a Resident and Ordi- 
narily Resident, submits the following particulars of his salary income for 
the financial year 1969-70 — 


(i) Gross salary drawn Rs. 15,000 

(ii) Employer's contribution to recognised 

Provident Fund 1,200 

(iii) His own contribution to Provident Fund 1,200 

(iv) Hotel bills paid by the employer 800 

(v) Life Insurance premium paid by the employer . 

on his behalf (Policy amount Rs. 15,000) 1,200 


The employer provided him with rent-free furnished quarter at Burdwan 
the fair rent of which is Rs. 200 per month and a car of 16 H. P. was pro- 
vided for his use. The entire running expenses were paid by the employer. 

Mr. Das Gupta spent Rs. 800 on books necessary for the purpose of 
his duties. He has paid himself Life Insurance premium Rs. 1,000 the 
capital sum assured being Rs. 20,000 

Compute the total income under the head “Salaries”. 

[Burdwan University— B. Com. (Hons.)] 


ANSWER 

(1) Hotel bills paid by the employer is taxable as “Salary” in the 
hands of the employee. 

(2) Life Insurance premium paid by the employer is taxable as “Salary” 
in the hands of the employee. 

(3) The benefit arising out of the use of a car of 16 H.P. provided by the 
employer is taxable as “Salary” in the hands of the employee to the extent 
of Rs. 15Q_per month. 

(4) The taxable monetary value of the rent-free furnished quarter at 
Burdwan should, be computed as follows — 

Salary Rs. 15,000 


12-5 % of Rs. 15,000 Rs. 1,875 


As the amount of rent paid i.e., Rs. 2,400 is more than 12*5% but less than 
25 % of the salary, the taxable monetary value of the rent-free furnished quarter 
should be computed at Rs. 1,875 

(5) Expenses for purchase of books are limited to Rs. 500 
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Computation of Salary income for the year ended 
31st March, 1970— Assessment year 1970-71. 


Gross Salary paid by the employer 


Rs. 

15,000 

Hotel bills paid by the employer 



800 

Life Insurance premium paid by the employer 



1,200 

Benefit arising out of the use of a car 




provided by the employer 



1,800 

Value of rent-free furnished quarter provided 




by the employer 



1,875 



Rs 

20,675 

Less : Cost of books purchased 



500 

Gross Total Income 


Rs 

20,175 

Less : Prov. Fund Contribution Rs 

1,200 



Life Insurance picmium paid 




by the employer 

1,200 



Life Insurance picmium paid 




by the employee 

1,000 



60% of Rs 

3 400 


2,040 

Total Income 


Rs 

lb 135 

Rounded off 


Re 

lb. 140 


Question No. 27. 

Mr. Bancrjee and Mr Sircar run a wue-nail manufactunng industry on 
terms of equal partneiship lot tin. >cai ei dtd ^ 1 st December I96b, the 
business discloses a net piofit of Rs 40,500 atici adiusttng a depreciation of 
Rs. 10,200 in the Profit and Loss A/c 


The P & L A/c reveals as follows — 

(0 Furniture puichased on 1st July. 1968 debited Rs 900 

(u) Bad debts written off Rs 2.000 of which 

satisfactory evidence is available for 1200 

(in) Partneis' salaries equally lor both t (K)Q 

(iv) Interest on partneis’ C apilal equal's foi both 1 s00 

(v) Installation cost of new plant deb' tec to revenue A,c 600 

The Balance Sheet shows the following asset position 

(a) Plant & Machineiy (wutten down .alue) 30 000 

(b) New Plant ancf Machineiv installed on 1st Jid) 1968 12 400 

(c) Motor lorry (wutten down value) 20.00') 

(d) Furniture and fixtures (wutten down value) 2.600 


The assessec claims “Development Rebcle” He further proves that an 
expense of Rs. 1,000 due on account of commission on sales was not accounte 1 
for due to oversight. 

Compute the income of the firm for the relevant assessment year and show 
the allocation thereof between the partners. 

[Burdwan University— B. Com. (Hons.)] 
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ANSWER 

Computation for total income for the year ended 
31st December, 1968— Assessment year 1969-70. 


Profit as per Profit & Loss A/c. 

Add : Depreciation to be considered separately Rs. 
Furniture purchased 
Bad debts not proved 
Installation cost of new plant 


10,200 

900 

80o 

600 


Rs. 40,500 

12,500 


Rs. 53,000 

Less: Commission on sales due Rs. 1,000 

Depreciation on assets 

Plants & Machineiy Rs. 30.000 ur 1 0 " ‘ 3,000 


New Plant «£. Machineiy Rs. 12,400 


Co^t of installation 

600 






Rs. 13.000 hi 

10% 

1,300 



Motor loirv 

Rs. 20,000 «< 

25".; 

5.000 



Tin nitine 

Addition on 1 .7.68 

Rs. 2.600 
900 






Rs. 3.500 a 

10% 

350 


10,650 

\dd . Salar> paid to partners : 
Baneijee 

Sircar 

Rs. 3.000 
3,000 


6,000 

Rs. 

42,350 

Interest paid to partners 
Bancrjce 

Sncar 

Rs. 1,500 
1,500 


3,000 


9,000 

Total Income of the firm for Income-tax purposes 


Rs. 

51,350 

Allocation to Partners : 

Business profit 

Salary 

Interest 

Total 

Rs. 42,350 
*6,000 
3,000 

Rs. 

Banerjec 

21,175 

3,000 

1,500 

Rs. 

Sircar 

21,175 

3,000 

1,500 


Rs. 51,350 

Rs. 

25,675 

Rs. 

25,675 


Notes : (1) “Development Rebate” is admissible (<i> 20% of Rs. 13,400 
i.e., Rs. 2,600 bat as the asscssce has not debited 75% of 
Rs. 2,600 to the Profit & Loss A/c the claim is disallowed 
[Section 34(3 )(a)]. 

(2) Depreciation on (a) new Plant and Machinery installed on 
1st July, 1968 together with the cost of installation and (b) 
on furniture purchased on 1st July, 1968, has been calcu- 
lated at the full rate as these have been used for mote than 
180 days during the accounting year ended 31st December, 
1968. 
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Question No. 28. 

Messrs. Adityanarayan, Brijmohan and C'hiraranjan carried on hosiery 
goods business sharing profit and loss at 50%, 30% and 20% respectively. 
From the following Profit and Loss Account (or the year ended 31st March, 
1970, compute the total income of the firm and allocate the same amongst the 
partners. 


Office Rent paid to Brijmohan 

Rs. 

6,000 

Gross profit Rs. 1,40,000 

Staff salary 


8,000 

Di\iJcnds less 

Advertisement 


4.000 

ta\ deducted at 

Postage and telegram 


2,000 

so ui c e <<i 20% 12,000 

Salary paid to : 




Adityanarayan Rs 

3,000 



Brijmohan 

9.000 



Chiraranjan 

6 000 

18,000 


Interest paid to : 




Adityanarayan 

4.500 



Brijmohan 

3,000 



Chiraranjan 

1 ,500 

9,000 


Donation to Jaw ahai l al 




Nehru Memorial 1 und 


5.000 


Speculation loss 


30.000 


Net profit : 




Adityanaiayan Rs 

35,000 



Brijmohan 

21,000 



Chiraranjan 

14.000 

70,000 



Rs 

1.52,000 

Rs 1,52. 0<X) 

ANSWER 





Computation of total income for the year ended 31st March, 1970. 
Assessment year 1970-71. 

Adit> aunt a\ an Brijmohan Chiratanjan 

'coo/ 7/to /* 'in ° ^ 


Profit as per 

Profit & Loss A/c 

Rs. 

70.000 

'50% 


30°' 

* ,v/ / o 

20% 

Add : Donation 


5.000 





Speculation loss 

30,000 






Rs. 

1,05,000 





Less : Dividends 
credited to Profit 
& Loss A/c. 


12,000 






Rs. 

93,000 

Rs. 

46,500 

Rs. 27.900 

Rs. 18.600 

Add : Salary paid 


18,000 


3,000 

9.000 

6,000 

Interest paid 


9,000 


4,500 

3,000 

1,500 

Business Profit 

Rs. 

1,20,000 

Rs. 

54,000 

Rs. 39.900 

Rs. 26.100 

.Dividends (Gross) 


15,000 


7,500 

4,500 

3,000 


Gross Total Income Rs. 1,35,000 Rs. 61,500 Rs. 44,400 Rs. 29,100 



294 


INCOME-TAX LAW AND PRACTICE IN INDIA 


Brought Forward 

Rs. 

1,35,000 

Rs. 61,500 

Rs. 44,400 

Rs. 29,100 

Less : Deduction 


1,000 


500 


300 


200 

for Dividends 
(Section 80 L) 
Donation (Sec- 










tion 80 G) @ 
55% of 









Rs. 5,000 


2,750 


1,375 


825 


550 

Total Income 

Rs. 

1,31,250 

Rs. 

59,625 

Rs. 

43,275 

Rs. 

28,350 

Speculation loss 
carried forward 

Rs. 

30,000 

Rs. 

15,000 

Rs. 

9,000 

Rs. 

6,000 

Tax deducted 

A/c. Dividend 

Rs. 

3,000 

Rs. 

1,500 

Rs. 

900 

Rs. 

600 


Question No. 29. 

From the following Profit and Loss Account for the year ended 31st 
December, 1969 of Alpha Brooke Company (Private) Limited, compute its total 
income. 


Staff Salary 

Rs. 

37,000 

General charges 


8,000 

Rates & taxes 


4,000 

Repairs 


20,000 

Legal charges 


8,000 

Advertisements 


5,000 

Director's Remuneration 

48,000 

Depreciation @ 10% 



(as per I. Tax Rules) 


50,000 

Net profit 


2,00,000 


Rs. 

3,80,000 


Gross profit 


Rs. 3,80,000 


Rs. 3,80,000 


Additional Particulars. 

1. General charges include donation to Jawahar Lai Nehru Memorial 
Fund Rs. 5,000. 

2. Repairs include Rs. 15,000 for improvement of machineries. 

3. Legal charges include Rs. 1,000 for the renewal of the Factory Lease. 

4. Director’s remuneration include bonus of Rs. 12,000 paid to a Director 
who holds 30% of the total capital. 

ANSWER 


Computation of total income for th/e year ended 31st December, 1969. 
Assessment year 1970-71. 


Profit as per Profit and Loss A/c. 
Add : Depreciation 
Donation 

Capital expenditure 
Renewal of lease 


Rs. 


50,000 

5.000 

15.000 

1,000 


Rs. 2,00,000 

71,000 


Carried over 


Rs. 2,71,000 
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BroughtJForward Rs. 2,71,000 

Less : Depreciation as per 

1. Tax Rules (tv 10% Rs. 50,000 

Expenses Debited to 

repairs 10% of Rs. 15,000 1,500 51,500 

Rs. 2,19,500 

Add : Remuneration paid to Director 

If the bonus of Rs. 12,000 had not been paid to the Director, a part of it 
would have been received by him as dividend. Under Section 36 (1) (ij) of the 
Income-tax Act, 1961 such part of the bonus to the Director is worked 
out as below — 

Income of the company computed earlier Rs. 2,19,500 

Less : 50% of the Donation to Jawahar Lai 

Nehru Memorial Fund (Section 80G) 2,500 

Rs. 2,17,000 

Less : Income-tax @ 65% of Rs. 2,17,000 1,41,050 

Rs. 75,950 


This sum of Rs. 75,950 less Rs. 19.500 (Rs. 2.19.500 less R s . 2.00,000) 
(disallowed for in ome-tax purposes) i.e., Rs. 56,450 could have been distribu- 
ted as dividend. The Director in question having 30% of the total voting 
power on the shares would have been entitled to get 

30x Rs. 56,450 

~ Rs. 16,935 

100 

Therefore the entire amount of Rs. 12.000 should be disallowed. 

The total income, therefore, comes to Rs. 2,19,500 plus Rs. 12,000 or 
Rs. 2,31,500. 

Question No. 30. 

Shri X, an Indian national, is a Resident and Ordinarily Resident. He 
works as the Director of a Mill Company in Bombay. He has furnished the 
following particulars for the Assessment year 1970-71 — 

(i) Salary Rs. 30,000 (out of this sum, a sum of Rs. 5,000 being 
salary for two months drawn in London, as the assessee went to 
England on official duty for two months) 

(ii) Sitting fees Rs. 1,000 

(iii) Company’s contribution to Provident Fund Rs. 4,000 

(iv) Interest on Provident Fund at 6 per cent Rs. 12,000 

(v) Assessee’s contribution to Provident Fund Rs. 4,000 [included 
in the sum of Rs. 30,000 shown at (i)] 

(vi) Life Insurance premium on own life for policy of Rs. 80,000 — 
Rs. 6,000 

(vii) Entertainment allowance paid since 1950 by employer Rs. 8,500 

The company has provided him with rent-free unfurnished house at 
Bombay owned by the company of the annual municipal valuation of Rs. 12,000. 
Besides the company has incurred the following expenses on the house and 
establishment— 
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(i) Repairs Rs. 25,000 

(ii) Pay of cook and bearer Rs. 3,000 

(iii) Pay of Mali Rs. 1,200 

(iv) Garden expenses Rs. 2,400 

Compute the total income of Sliri X giving brief reasons for the inclusion 
or omission of different items. 

[Calcutta University — B. Com. (Hons.)] 

ANSWER 


(1) Salary drawn in London by a “Resident and Ordinarily Resident” is 
taxable in full. 

(2) Company's contribution to a recognised Provident Fund in excess of 
10% of salary is taxable. 

(3) Interest on Provident Fund is excess of one-third of salaiv is taxable. 

(4) A ssesjico’s contribution to Provident Fund and Life Insurance premium 
(Rs. 4,000 Plus Rs. 6,000) i.e.. Rs. 10,000 arc eligible for deduction 
from the total income as follows— 

60",; of Rs. 5.000 Rs. 3.0(K) 

50% of 5,000 2,500 


Rs. 5,500 


(5) Entertainment allowance paid since 1950 is exempt up to a maximum 
of Rs. 6,000 (20 % of Rs. 30, (XX)) 

(6) Pay of cook and bearer amounting to Rs. 3, 0(H) is taxable as perquisite 
in the hands of Sliri X 

(7) Taxable benefit in respect of rent-free unfurnished house at Bombay 
owned by the company will be calculated as follows 


Annual Municipal Valuation 

Rs 

1 2,000 

Less : 30% of Salary — Rs. 30,000 and taxable entertainment 
allowance Rs. 2,500 i.e., Rs. 32,500 


9,750 


Rs 

2,250 

Add : 10%, of Salary and taxable entertainment allowance 


3,250 


Rs. 

5.5(H) 


(8) Repairs, pay of Mali and Garden expenses are not taxable perquisites 
in the hands of Shri X. 


Computation of total income of Shri X for the 
Assessment year 1970-71. 


Salary 

Company’s contribution to Prov. Fund 
Less : 10% of salary 

Rs. 

Rs 

4.000 

3.000 

30,000 

1,000 

Interest on Provident Fund (a 6°/„ 

Less : One-third of salary 

Rs. 

12,000 

10,000 

2,000 

Entertainment allowance 

Less : Admissible deduction 

Rs. 

8,500 

6,000 

2,500 

Carried over 


Rs . 

35,506 
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Brought Forward 

Pay of cook and bearer 

Rent-free unfurnished quarter 

Sitting fees 

Rs. 

35,500 

3.000 
5,500 

1.000 

Gross Total Income 

Less : Life Insurance premium and 

Provident Fund contribution 

Rs. 

45,000 

5,500 

Total Income 

Rs. 

39,500 


Question No. 31 ^ 

S, a salaried employee in F. Co. Ltd. and an Indian citizen, gets a 
salary of Rs. 3,500 per month. He is given a car of 15 H. P. which he uses for 
official work as well as for his personal matters. The company maintains the 
car and provides all the running expenses. S is a member of a recognised 
Provident Fund maintained by his employer and for the year ended on 31st 
March 1970 the employer's contribution, the employee's contribution and the 
interest credited (>e 8% per annum) to S's Provident Fund account amounted to 
Rs. 5,2^0, k.' 5 250 and Rs. 4,800 respectively. 

In terms of his service S is required to entertain the clients of F. Co. Ltd. 
and he gets an allowance of Rs. 750 per month for this purpose. He has been 
serving with F. Co. Ltd. since 1948 and has ahvays been in receipt of an 
identical allowance f >r entertaining clients. 

‘ The company provides him with rent-free furnished accommodation in 
Calcutta and pays a rent of Rs. 1,800 per month to the owner of such 
accommodation. 

During the year to 31st Maich, 1970 S paid Life Insurance premium of 
Rs. 4,000 on a policy of Rs. 1,00,000 taken out on his own life. 

Assuming that S has no income except that fiom his employment with 
F. Co. Ltd. during the year ended 31st March. 1970, compute his total income 
for the Assessment year 1970-71. 

[Calcutta University — B. Com. (Hods.)] 

ANSWER 


Computation of total income for the year ended 
31st March, 1970 — Assessment year 1970-71. 


Salary for the year ended 31 . 3. 70 



Rs. 42,000 

Taxable perquisite in respect of car (ci 

Rs. 150 p.m. 


1.800 

Employer’s contribution to P. Fund. 
Less : 10% of salary 

Rs. i 

5.250 

4,200 

1,050 

Interest credited to P. Fund (o\ 8% 
Less : Proportionate amount ^ 6 % 

Rs. 

4,800 

3,600 

U00 

Entertainment allowance 

Less : Admissible deduction 

Rs. • 

9,000 

7.500 

1,500 

Rent-free furnished accommodation 



10,725 

Gross Total Income 

Carried over 

Rs. 58,275 


1-38 
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Brought Forward Rs. 58,275 

Less : Life Insurance premium of Rs. 4.000 plus 
Provident Fund contribution of Rs. 5,250 

60% of Rs. 5,000 Rs. 3,000 

50% of 4.250 2,125 5,125 


Total Income 


Rs. 53,150 


Notes : (1) 

( 2 ) 

( 3 ) 

(4) 

(5) 


As the car is less than 16 H. P.. the taxable perquisite will be 
Rs. 150 per month. 

Employer's contribution in excess of 10% of salary is taxable. 
Interest credited to a recognised Provident Fund in excess of 
6% is taxable. 

Admissible deduction in respect of entertainment allowance is 
limited to 20% of salaiy or Rs. 7.500 whichever is less. 
Taxable peiquisite in respect of rent-free furnished accom- 
modation has been calculated as follows — 

Salary Rs. 42,000 

Taxable Entertainment allowance 1,500 


Rs. 43.500 


Rent paid to the landloid .<< Rs. 1,800 per month 
Less : 37 5% of Rs. 43.500 

Rs. 

21, MX) 
16.313 

Plus: 125% of Rs. 43,500 

Rs. 

5.287 

5,438 


Rs. 

10,725 


Question Soi-Zti '' 

Ray's Estate and Pro pc - 1 ty. a firm, is the ow net ot a house property in 
Calcutta. The house was built in 1952. It has been let out tor Rs. 95,000. 
The municipal tax payable by it comes to Rs. 10.000 but it has taken an 
agreement from the tenant stating that the tenant would pay the tax direct to 
the municipality. The firm, however, bears the following expenses on tenant's 
amentities — 


Water charges 
Lift maintenance 
Salary of gardener 
Lighting of stairs 


Rs. 2,000 
1,000 
1,200 
800 


The firm claims the following deductions — 


Repairs Rs. 30,000 

Land revenue 1,000 

Collection charges 2,000 

Legal charges for acquisition of land 24,000 


Compute the income from the house property for the Assessment 
year 1970-71. 


[Calcutta University— B. Com. (Hons.)} 
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ANSWER 

Computation of taxable income from House property 
for the Assessment year 1970-71 


Rental value of the property 


Rs. 

95,000 

Less : Water charges 

Rs. 2,000 



Lift maintenance 

1,000 



Salary of gardener 

1,200 



Lighting of stairs 

800 


5,000 

Adjusted annual value 


Rs. 

90,000 

Less : Statutory allowance for repair 

Rs. 15 000 



Land revenue 

1,000 



Collection charges 

2,000 


18,000 

Taxable income from House property 


Rs. 

72,000 


Notes: ii> Legal charges for acquisition o f land is not an admissible 
expense under Section 24 of the Income-tax Act. 1961. 

(2) With diet l lioni the assessment yeai 1969-70 municipal tax 
paid by the tenants sh mkl be igno'ed foi adjustment of the 
annual value. 

Question No. 33. 

Shri Ram I al {unman icd) owns scxeial properties in Calcutta the rental 
value of which amounts to Rs 25.000 including Rs 7.000 foi a bungalow. 


where he lesidcs He claims ihc following expenses - 


Insurance premium 

Rs 100 

Intciest on mmtgage 

700 

Vacancy allowance 

500 

Ground rent 

25 

Land uwonuo 

10 

Rent collection chaiges 

1,200 

Municipal taxes foi piopcities let 

3.000 

Ascertain his taxable income foi t lie Assessment yea 
that he has no other income 

[Calcutta University— B. Com. (Hons.)] 

r 1970-71 assuming 


ANSWER 

Computation of taxable income for the Assessment year 1970-71. 


Rental value of the properties 

Rs. 

25,000 

Less : Rental value of residential house 


7,000 

Rental value of let out houses 

Rs. 

18,000 

Less : Municipal taxes 


3,000 

Net Rental value of let out houses Carried over 

Rs. 

15,000 
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Brought Forward 


Less : l/6th for repair 

Rs. 2,500 

Insurance premium 

100 

Vacancy allowance 

500 

Ground rent 

25 

Land revenue 

10 

Collection charges limited 
to 6% of Rs. 15,000 

900 


Residential House. 

Rental value 

Rs. 

7,000 

Less : 50% of the rental value 

with a maximum of 


1.800 


Rs. 

5,200 

but limited to 10% of Rs 10.965 

Rs 

1 .096 

Less: 1 6th for repan 


183 


Taxable income for the Assessment year 1970-71 
Rounded off 


Rs. 15,000 


4,035 

Rs. 

10,965 


913 

Rs. 

11,878 

Rs. 

11,880 


Notes: (1) With effect from the assessment year 1969-70 the entire 
amount of municipal tax paid by the owner in respect of pro- 
perties let out is an admissible deduction. 

(2) With effect fiom the assessment yeai 1969-70 interest on 
mortgage is not ah admissible deduction unless the amount of 
moitgage loan is utilised foi the construction or reconstruc- 
tion of the house 


Qaestion No. v 34. 

Given below is the Profit and Loss Account of Sri Durga Cotton Mill 
for the year ended 31st March. 1970. Shri A is the sole propnetoi of the Mill. 


To Opening Stock Rv 

5,00.000 

U> Sales 

Rs. 

X 1.00,000 

» 

Purchase of raw 


., Rent of Staff 




cotton etc. 

55.00.000 

Quarter (built 



»5 

Railway freight, 


in 1958) 


37,000 


octroi etc. 

6.00,000 

„ Closing stock 


8.00,000 


Salaries and wages 

14,50,000 




SJ 

Audit fee 

10,000 





Legal expenses 

50,000 




*9 

Repairs to building 






and machinery 

14,000 




99 

Staff welfare expenses 

10,000 




99 

General charges 

25,000 




99 

Development rebate 






Reserve 

3,000 




99 

Interest paid on 






Bank overdraft etc. 

2,00,000 





Carried over Rs. 

83,62,000 

Carried over 

Rs. 

89,37,000 
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To 

Brought Forward Rs. 
Commission for 

83, 2,000 Brought Torward 

Rs. 

89,37,000 


raising loan 

10,000 



>5 

Reserve for doubtful 





debts 

5,000 




Bad debts written off 

40,000 




Depreciation 

Interest on Shri A’s 

10,000 




capital 

27,000 




Rent of business Premises 





belonging to Sri A 

16.000 




Donation to the 





University 

1.25,000 



»» 

Contribution to Staff 





Welfare Fund 

60,000 



yy 

Provision for income-tax 

50 000 



yy 

General reserve 

40.000 



*» 

Net profit 

1.92.000 




Rs. 

89.37.000 

Rs. 

89.37,000 


You arc icquired to compute Shri A s taxable income from business for the 
Assessment year 1970-71 after taking into account the following information — 

(a) A sum of Rs. 5.000 on account of liability foregone by a creditor has 
been carried to a special reserve. The said sum was charged by the proprietor 
in the revenue account of the preceding year. 

(b) General charges include— 

(i) Rs. 7,000 Emergency Insurance Ri^k Premium 

(ii) Rs. 1,000 donation to Flood Relief Fund 

(hi) Rs. 2,000 family planning expenditure amongst employees. 

(c) Staff welfare expense^ include Rs. 1.500 being cost of pucca well 
built for use by the workers. 

(d) Legal expenses include Rs. 500 paid to a chartered accountant for 
conducting income-tax appeal and Rs. 2,000 (paid to an advocate) in connec- 
tion with prosecution of Shri A for smuggling goods from Pakistan. A profit 
ofRs. 20,000 was made on these smuggled goods. 

(c) Repairs to building include Rs. 10,000 being cost of additions to 
business premises. 

(f) Depreciation allowable is Rs. S.000 including depreciation on new 
plant and machinery (costing Rs. 20,000) which was installed on 1st July, 1969 
and put into use on the same date. 

[Calcutta University— B. Com. (Hons.)] 

ANSWER 

Computation of total income for the year ended 

31st March, 1970— Assessment year 1970-71. 


Net profit as per Profit & Loss A/c Rs. 1,92,000 

Add : Development rebate reserve Rs. 3,000 

Reserve for doubtful debts 5.000 

Depreciation 10,000 

Interest on Shri A's capital 27,000 

Rent of business promises 
belonging to Shri A. 16,000 

Donation to the University 1,25,000 


Carried over Rs. 1,86,000 Rs. 1,92,000 
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Rs. 1,92,000 


3,56,000 


Less : Depreciation on machinery Rs. 8,000 
Development rebate «7 20 
of Rs. 20,000 4,000 

Gross Total Income 

Less : Deduction for Donation — 55 % of Rs. 1,26,000 

but limited to Rs. 53.600 (10 °„ of Rs. 5,36,000) 

Total Income Rs. 5,06,520 


Notes : (1) Liability forgone by a creditor is taxable in terms of 
Section 41 (1). 

(2) Emergency Insurance Risk premium is an admissible 
expense. 

(3) Donations to the University and Relief Fund arc not 
admissible deductions. 

(4) Expenditure for family planning among employees is an 
admissible deduction for income-tax purposes in the case of 
a Company. In this case the amount is not admissible. 

(5) Cost of pucca well built for use of the workers is disallowed 
as “Capital expenditure.” 

(6) Legal expenses for conducting income-tax appeal is not 
admissible. 

(7) In computing profits from an illegal business, the expenses 
incurrred in the running of the business would be allowed. 
Rs.' 2,000 paid to an advocate in connection with prosecu- 
tion of Shri A for summuggling goods from Pakistan (in 
respect of which a profit of Rs. 20.000 was made) would be 
allowed [Vide I.T.R., Vol. 49(1963), page 9ol] [Bombay 
High Court decision]. 

(8) Cost of addition to business premises is not an admissible 
expense. 

(9) Commission for raising a loan is an admissible expense 
according to Hon’ble Supreme Court’s decision in India 
Cements Ltd. Ys. Commissioner of Income-tax, Madras 
[Vide I.T.R., Vol. 60 (1961), page 52) 

(10) Interest and rent paid to the proprietor, Shri A are not 
admissible deductions. 

(11) Contribution to Staff Welfare Fund, Provision for Income- 
tax and General Reserve are not admissible expenses. 


Rs. 5,48,000 

12,000 
Rs.\ 5,36,000 
? 29,480 


Brought Forward Rs. 1,86,000 
Donation to Flood Relief Fund 1,000 

Contribution to Staff 

Welfare Fund 60,000 

Provision for income-tax 50,000 

General reserve 40,000 

Staff Welfare expenses being 
cost of pucca well 1,500 

Legal Expense for conducting 
income-tax appeal 500 

Additions to business premises 10,000 

Liability foregone by a creditor 5.000 

Family planning expenditure 2,000 
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Question No. 38. 

The profit and loss Account of Mr. Das Gupta cartying on business for 
the year ended 30th September, 1969 is reproduct below. 


Dr. 



Cr. 

To Opening stock Rs. 

30,000 

By Sales 

Rs. 2,38,000 

„ Purchases 

1,80,000 

„ Purchases returns 

2,000 

„ Sales returns 

3,000 

Closing stock 

39,000 

„ Rent and taxes 

3,100 



Stationery 

1,200 



„ Advertisement 

700 



,, Proprietor's icmuncialion 

(,000 



,, Salaries 

4,500 



„ Depreciation 

6,200 



„ Office expenses 

2,200 



Net piofit IransfericU 




to CapitalA/c. 

41.900 



Rs. 

2,79.000 


Rs. 2,79,000 


The income-tax record of Mr. Das Gupta icvcals the following facts — 
Wiitten down value of assets at the end of i he last year's assessment as 
stated below — 

(i) Plant & Machinery Rs. 25.000 
(it) Furniture 5.400 

(iii) Motor Loriy 16,000 

On examination of evidence it is found that — 

(a) The asscssee has installed a new plain and machinery on 1st April, 
I960, the cost of which is Rs 20.000 

(b) Rent and taxes include payment of income-tax Rs 1.300. 

(c) A consignment of goods valued at cost Rs. 4.000 has been sent to 
an agent for sale and it is shown in Suspense a/c. in the Balance- 
Sheet. 

Ascertain the total income of Mr. Das Gupta. 

[Burdwan University — B. Com. (Hons.)] 

ANSWER 

Computation of total income for the year ended 
30th September, 1969 — Assessment year 1970-71. 

Profit as per Profit and Loss A/c. Rs. 41,900 

Add: Income-tax paid Rs. 1.300 

Proprietor’s remuneration 6,000 

Depreciation to be considered 
separately 6,300 

Goods sent on consignment not 

included in closing stock 4,000 17,600 


Carried over 


Rs. 59,500 
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Brought Forward 


Less : Depreciation 




Rs. 2,500 

Plant & Machinery 

Rs. 

25,000 

@10% 

Additions on 1.4.68 


20,000 

@10% 

2,000 

Furniture 

Rs. 

6,400 

@10% 

640 

Motor Lorry 

Rs. 

16,000 

@30% 

4,800 


Total Income of Mr. Das Gupta 


Rs. 59,500 


9,940 
Rs. 49,560 


Question No. 3^, 

X, a resident Indian citi/.en and employed as an Accountant in a mercan- 
tile firm at Calcutta, gives, the following particulars of his income for the year 
ended on 31st Match. 1970 — 

Net salaries aftet all deductions at source Rs. 12,600 

Deductions at source — 


(i) Income-tax Rs. 3.000 

(ii) Loan repayment to Co- 


operative Society 6,000 


(iii) Contribution to a recog- 


nised Provident Fund 2,400 

11,400 

Employer's contibution to the 
recognised Provident Fund 

Interest credited to the Provident Fund account 

2,400 

of X (Calculated @ 8% per annum) 

3,200 


(a) During the veat he occupied a house provided to him rent-free and 
fully fui nished by employer. The house was taken on rent by the 
employer, the monthly rent being Rs. 750. 

(b) X was also given free use of a 12 H.P. motor car for official as well 
as private purposes. The running and maintenance costs were paid 
by the employee. 

(c) Under the conti act of service the employer also paid X’s life insurance 
premium of Rs. 5,000. 

(d) X was required to be fully up-to-date in matters concerning income- 
tax law and company law, and for this purpose he had to purchase 
during the year books on those subjects for which the cost was 
Rs. 800. 

Assuming that X had no other source of income, compute his total 
income for the Assessment year 1970-71. 


( Burdwan University— M. Com. ) 

ANSWER 

(1) Basic Salary has been calculated as follows — 
Net Salary after deductions 
Add : Income-tax Rs. 3,000 

Loan Repayment 6,000 

Con. to Recog. P. Fund 2,400 


Rs. 12,600 

11,400 
Rs. 24,000 
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(2) Taxable Monetary equivalent of 12. H. P. motor car provided by 
the employer for oilicial as well as private purposes, the running and main- 
tenance costs being borne by the employee — Rs. 60 per month. 

(3) Life Insurance Premium of Rs. 5.000 paid by the employer will be 
treated as a taxable perquisite in the hands of Mr. X. 

(4) The maximum amount admissible towards cost of books is Rs. 500 

only. 

(5) The taxable perquisite in respect of Rent-free furnished Quarter is 
calculated as follows — 


Rent paid for the year Rs. 

9,000 



Less : 37 5 % of Salary 

9,(XK) 




NIL 



Add: 12-5 % of Salary Rs. 

3.000 



Rs. 

3.000 



C of total income of Mr. 

X for the year 

ending 


31st March, 1970 -Assessment year 1970-71. 



Basic Salary 

Employer's contribution to 


Rs. 

24.00!) 

Recognised Prov. Fund 

Rs. 2.400 



l.ess : 10% of Basic Sa'ary 

2.400 


Nil 

Interest Credited (i? 8% 

Rs. 3.200 



Less : Admissible (</’ 6% 

2.400 


800 

Motor Car— 12 If. P. 



720 

Rent-Free furnished Quarter 



3.000 

Insurance Premium paid by the Fmplosei 



5.000 



Rs. 

33.520 

Less : Cost of books 



500 

Gross Total Income 

Less : Contribution to 


Rs. 

33,020 

Recog. Prov. Fund 

Life Insurance Premium 

Rs. 2,400 



(Policy amount presumed 
to be more than Rs. 50,000) 

5.000 




Rs. 7,400 



60%, of Rs. 5.000 

Rs. 3,000 



50% of 2.400 

1,200 


4.200 

Total Income 


Rs. 

28,820 

Question No. 37. 





Manufacture Ltd., purchased two new machines A and B for Rs. 1,00,000 
And Rs. 2,00,000, on 2nd January, 1966 and 1st March 1966 respectively. 
Machine A was brought into use from 1st April 1966 while the other machine 

1-39 
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started working on 1st June, 1966. Before those could be brought into use, 
installation costs of Rs. 10,000 and Rs. 12,000 respectively had to be incurred 
thereon. On 30th September, 1968 a fire broke out in the factory premises. 
Machine A was completely destroyed and Machine B was partially damaged. 
Machine A was insured and the Insurance Company paid a sum of Rs. 70,000 
on the Policy. Machine B, however, was not insured. It was sold for Rs. 80,000. 
Assuming that the factory had worked single shift only throughout the years 
1966, 1967 and 1968 and further that rates of depreciation and development 
rebate are 10% and 20% respectively, calculate all the allowances in respect of 
the two machines separately, for the Assessment years 1967-68, 1968-69 and 
1969-70. The Company's accounting years are calender years. 

( Burdwan University — M. Com. ) 


ANSWER 


Machine A 


Cost of the Machine 

Rs. 

1 ,00,000 

Installation Cost 


10,000 


Rs. 

1,10,000 

Depreciation for the period 1.4.66 to 31.12.66 
Assessment year 1967-68 

Rate 10% 


11,000 

Written down value on 1 . 1 .67 

Rs. 

99,000 

Depteciation for the period 1.L67 to 31.12.67 
Assessment year 1968-69 

Rate 10% 


9,900 

Written down value on 1.1.68 

On 30th September, 1968 the machine 
was destroyed by fire 

Rs. 

89,100 

Insurance value realised 


70,000 

Balancing charges admissible for the 

Assessment year 1969-70 [Section 32(1) (iii)] 

• 

Rs. 

19,100 

Development Rebate admissible for the 

Assessment year 1967-68 (a 20% of Rs. 1,10,000 

Rs. 

22,000 


Machine B 

Cost of the machine 

Rs. 

2,00,000 

Installation Cost 

Rs. 

12,000 

2,12,000 

Depreciation for the period 1.6.66 to 31.12.66 


Assessment year 1967-68 

Rate 10% 


21,200 

Written down value on 1.1.67 Carried over 

Rs. 

1,90,800 
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Brought Forward 

Rs. 

1,90,800 

Depreciation for the period 1.1.67 to 31.12.67 

Assessment year 1968-69 

Rate 10% 



19,080 

Written down value on 1.1.68 

On 30th September, 1968 the machine was 

Rs. 

1,71,720 

damaged by fire. Scrap value 


80,000 

Balancing charges admissible for the 

Assessment year 1969-70 [Section 32(1) (iii)] 

Rs. 

91,720 

Development Rebate admissible for the 

Assessment year 1967-68 fa; 20% of Rs. 2,12,000 

Rs. 

42,400 


As the machine was sold within 8 years from the date of installation, the 
Development Rebate allowed in the Assessment year 1967-68 will be disallowed 
and the total income will be recomputed in the Assessment year 1969-70. 
[Section 155 (5)] 


Question No. 38. 

A, B A C. aie active partners in firm of cloth dealers. The firm’s profit 
and loss account for the year ended 31st March. 1970 is appended below. 
Compute the total income of the firm for income-tax purposes and allocate 


the same amongst t e partners. 

To Salaries Rs. 12,000 

„ Rent, Rates & Taxes 5,000 

., Rent paid to B 500 

., Income-tax 2,700 

„ Advertisement 1,200 

„ Postage & Telegram 1 .800 

„ Reserve for doubtful debts 1,200 

„ Purchase of Machinery 2,000 

„ Penalty far smuggling 

goods from Pakistan 2,100 

„ Legal Expenses relat- 
ing to smuggled goods 2.300 

„ Charity 200 

„ Salary to partners 

A Rs. 7.200 

B 4,800 

C 2,400 14,400 

„ Interest on Capital 

A Rs. 2.400 

B 1,200 

C 3,000 6,600 


Net Profit 
A (i) Rs. 27,000 
B (i) 18,000 

C (i) 9,000 54,000 

^ 


Rs. 1 ,06,000 


By Gross Profit Rs. 81,000 

Profit arising from 
sale of long-term 
Capital assets — 
comprising of lands. 25,000 


Rs. 1,06,000 


( Burdwan University— M. Com. ) 
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ANSWER 

Computation of total income for the year ended 
31st March, 1970 — Assessment year 1970-71 


Net Profit as per Profit & Loss A/c 

Less : Profit arising from sale of 



Rs. 

54,000 

Long-term Capital assets to 
be considered separately 




25,000 




Rs. 

29,000 

Add : Penalty for smuggling Goods 





from Pakistan 

Rs. 2,100 




Income-tax 

Legal Lxpenscs regarding 

2,700 




smuggled Goods 

2,300 




Reserve for doubtful Debts 

1.200 




Put chase of Machinery 

2.000 




Charity 

200 



10,500 




Rs. 

39.500 

Salary paid to Partners 




14,400 

Interest paid to Partners 




6,600 

Business Profit 



Rs. 

60,500 

Long-term Capital Gains — Comprising of lands 



11,000 

Total Income 



Rs. 

71,500 

Allocation to Partners Total 

A 

B 


C 

Business Profit Rs. 39.500 Rs. 

19.750 Rs 

13,167 

Rs. 

6,583 

Salary 14,400 

7,200 

4,800 


2,400 

Interest 6,600 

2,400 

1,200 


3,000 

Rs. 60,500 Rs. 

29.350 Rs. 

19,167 Rs. 

11,983 

Long-term Capital Gains 11,000 

5,500 

3,667 


1,833 

Total Income Rs. 71,500 Rs. 

34,850 Rs. 

22,834 Rs. 

13,816 


Notes : (1) Penalty amounting to Rs. 2,100 and Legal Expenses amount- 
ing to Rs. 2,300 incurred for smuggling goods from Pakistan 
are not admissible. [Vide I.T.R. Vol. 41 (1961) page 350] 
[Supreme Court decision] 

(2) Profits arising from sale of “Long term” Capital asset 
comprising of lands (Section SOT) Rs. 25,000 

Less: 100% of Rs. 5,000 Rs. 5,000 

45% of 20,000 9,000 14,000 


Rs. 11,000 


Question No. 39. 

The following is the Trading and Profit and Loss Account of a Limited 
Company for the year ended 31.3.69. The Company is a dealer in Textile ; 
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TRADING ACCOUNT * 


To Opening Stock 
” Purchases 
” Freight 
” Customs Dept. 
” Gross Profit 


Rs. 75,000 By Sales 

10,00,000 ” Closing Stock 
7,000 
50,000 
2 , 68,000 


Rs 13,50,000 
50,000 


Rs. 14,00,000 


Rs. 14,00,000 


PROFIT AND LOSS ACCOUNT 


To Salaries to 

establishment Rs. 60,000 
” Rent 12,000 

Rates and Taxes 10.000 

” Interest 50,000 

Depreciation 5.000 

Development Rebate Reserve 4,000 
’’ Interim D'vidcnd Paid 20,000 

Miscellaneous Lxpcnscs 60,000 

” Net Profit 63,000 


By Gioss profit 
” Interest 
” Dividend 


Rs. 2,84,000 


Rs. 2,68,000 
10,000 
6,000 


Rs. 2,84.000 


The following facts are available from the iccotds— 

(a) Closing stock has been valued at maiket rates which was less than 
the cost by 10%. The closing stock valuation in the preceding year has been 
at cost. 

(b) Puichascs include Rs. 1 lakh advanced to a Textile Mill against 
supply of cloth agreed to be delivered ,n April. 1969. 

(c) To the Custom dcpaitment a penalty of Rs. 30.000 was paid for 
violation of import quota rules. This is included in Rs. 50,000 debited to the 
Trading Account. 

(d) Salaries include Rs. 36,000 paid to the Managing Director, of this 
Rs. 24,000 represented salary for the pci lod 1.4.68 to 31.3.69. Rs 10.000 as 
motor car advance, and Rs. 2,000 paid in Maich, 1969 as giant towards his 
children’s eduction. 

(e) Rates and taxes include Rs. 3.000 paid as advance income-tax. 

(f) Interest receipts include Rs. 4,000 as interest received on tax-free 
security of Central Government. Interest payment of Rs 50.000 is towards 
the unpaid balance of purchase puce to the vendor fiorn whom the business was 
purchased by the company as going concern. 

(g) Development rebate reserve is 75 percent of the amount of Develop- 
ment Rebate claimed on electric computers and typewriter. 

(h) Miscellaneous expenditure includes Rs. 30,000 paid as bonus to 
staff. This bonus related to 1965-66 but was settled by agreement in 
February, 1969. 

(i) Dividend receipt is from an Indian Company which has started a new 
industrial undertaking. 

(j) No dividend is declared by the company. The interim payment of 
Rs. 20,000 by the directors was approved. 

Compute the total income of the company for 1969-70. State briefly your 
reasons for including or excluding any item. 


(Burdwan University — M. Com.) 
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ANSWER 

(1) According to Hon’ble Allahabad High Court in Ram Luxman Sugar 
Mills Vs Commissioner of Income-tax U. P. (as reported in Income-tax Reports, 
Vol. 63 (1967) page 51) an assessce is entitled to value the closing stock of any 
accounting year either at cost price or market value, whichever is lower. Though 
the value of the closing stock must be the value of the opening stock in the 
succeeding year the rate to be applied need not be the same for the opening stock 
and closing stock of the same accounting year. Tn this case, therefore, no 
adjustment has been made for computing the total income. 

(2) Rs. 1,00,000 advanced to a Textile Mill against supply of cloth after 
the accounting year should be disallowed. 

(3) Penalty of Rs. 30,000 paid for violation of import quota rules will be 
disallowed [Vide I.T.R. Vol. 41 (1961) page 350], [Supreme Court decision], 

(4) Rs. 10,000 paid to the Managing Director as motor car advance will 
be disallowed under the heading “Salaries”. 

(5) Rs. 3,000 paid as advance income-tax will be disallowed in computing 
the total income. 

(6) Rs. 4,000 received as interest on “Tax-free” security of Central 
Government will be included in the total income but rebate will be allowed in 
calculating the amount of income-tax payable by the Company. (Section 86A) 

(7) Rs. 50.000 paid as interest towards unpaid balance of pm chase 
price to the vendor will not be allowed as it is not an interest on “Borrowed 
Capital”. According to Hon'ble Bombay High Court in Bombay Steam 
Navigation Co. (1953) Private Limited Vs Commissioner of Income-tax Bombay 
City l [as reported in Income-tax Reports Vol. 48 (1963) page 476] interest paid 
on the unpaid balance of the price of assets was not deductible either under 
Section 10(2)(iii) or under Section 10(2)(xv) and as such was not of the 
nature of revenue deductions admissible under Section 10(1) (old sections). 

(8) Development rebate in respect of electric Computers and typewriters 
is not admissible. 

(9) Bonus paid in terms of an agreement signed in February 1969 is an 
admissible deduction although it related to 1965-66. 

L)ividend received from an Indian Company which has started a new 
industrial undertaking will be included in the total income ; but deduction will 
be allowed in calculating the amount of Income-tax payable by the Company. 
The proportionate amount of the dividend relating to the profit arising from 
the nevy industrial undertaking will be eligible for the deduction (Section 80K). 

■(n^Tntcrim dividend of Rs. 20,000 paid by the Directors and approved, 
is afCappropriation of profit and as such is not admissible in computing the 
total income of the Company. 

(12) Depreciation of Rs. 5,000 debited to Profit & Loss Account is pre- 
sumed to have been calculated according to Income-tax Rules. 


Computation of total income for the year ended 31st March, 1969. 



Assessment year 1969-70 



Net Profit as per Profit & Loss A/c. 

Rs. 

63,000 

Less t Interest 

Rs. 

10,000 


Dividend 


6,000 

16,000 


Carried over 

Rs. 

47,000 
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Brought forward 


Rs. 

47,CC0 

Add : Purchase advance Rs. 

1,00,000 



Penalty 

30,000 



Salary — Motor Car advance 

10,000 



Rates & Taxes 

3.000 



Interest paid 

50,000 



Development Rebate Reserve 

4,000 



Interim Dividend 

20,000 


2,17,000 

Business Profit 


Rs. 

2,64.000 

*<j Lnviaend 



10,000 

6,000 

Gross Total Income 


Rs. 

2,80.000 

Less :^60%^of Rs. 6,000 (Sections 80K and 80M) 


a 

3,600 

Total Income 


Rs. 

2,76,400 


Question No, ^0 

Mr. Gurta. a resident in India, timing the yeai 1968-69, is an executive of 
a CalcuMa "vbistrial company. He submits the following statement of his 
income from salaries duiing the financial year ended 31st March, 1970. 

Net salaries drawn Rs. 18.000 

(including Dearness allowance of Rs. 3.000. 50 n „ 

of which is to enter into computation of retire- 
ment benefit, according to rules of the Company) 

Deductions made ftom salary bills — 

(i) Income-tax Rs. 1,800 

(ii) Repayment of advances front 

Prosident Fund 1.200 

(iii) Contribution to the recog- 
nised Provident Fund 1.500 

Mr. Gupta further declare^ that— During the year 

(a) He was provided with a tent-free, furnished accommodation, the fair 
rent of which, according to the locality, is Rs. 400 per month. 

(b) The employer paid insurance premium of Rs. 2,5o0 on the life 
policy of Mr. Gupta. 

(c) He was provided with a motor car of 10 H. P. which he used for 
official as well as private purposes and the entire expenses of maintenance of the 
car were borne by the Company. 

(d) He received a sum of Rs. 1,000 from the Company as an assistance 
in connection with his proceeding on leave with his wife and children to 
Jalpaiguri which is his home district. 

(c) His salaries include also an entertainment allowance of Rs. 3.500. 
Mr. Gupta has been enjoying such entertainment allowance regularly since 1st 
January, 1955. 

On examination of Mr. Gupta’s bank a/c. a credit of Rs. 3,000 is found 
on 2.8.69 which Mr. Gupta explains as a receipt from the Company resulting 
from modification of the terms of his employment. 

Mr. Gupta claim deduction of Rs. 600 for cost of books required for the 
purpose of his duties. 
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Mr. Gupta has policies on his own life and on his wife’s life for II total 
sum of Rs. 40.000. During the year he himself paid life insurance premium of 
Rs. 2.000. 

Determine the total income of Mr. Gupta from salaries for the relevant 
assessment year. 

(Burdwan University — M. Com.) 


ANSWER 

(1) Net salaries drawn Rs. 18,000 


Add : Income-tax 

Repayment of Advance From 
Provident Fund 

Contribution to the recog. 

Prov. Fund 

Rs. 

1,800 

1.200 

1,500 


4,500 




Rs. 

22.500 

Less : Dearness Pay 50°' of Rs. 3,000 
Dearness Allowance 
Entertainment Allowance 

Rs. 

1.500 

1.500 

3.500 


6,500 

Basic Salary 


Rs. 

16,000 


( 2 ) Insurance Premium of Rs. 2.500 will be treated as taxable perquisite 
in the hands of Mr. Gupta. 

(3) Monetary equivalent of the Motor Car (10 H. P. ) expenses borne by 
the Company amounting to Rs. 150 per month will be taxable in the 
hands of Mr. Gupta. 

(4) Rs. 1.000 received in connection with Mr. Gupta’s proceeding on 
leave with his wife and children to his home district of Jalpaiguri is 
not taxable in the hands of Mr. Gupta. 

v 5) Rs. 3,000 received from the Company for the modification of the 
terms of his employment is taxable in the hands of Mr. Gupta 
[Section 17(3)(i)] [Proportionate Relief is admissible in terms of 
Section 89(1)] 

(6) Entertainment Allowance Rs. . 3.500 

Less : 20",' ’ of Basic salary of Rs 16,000 3,200 


Taxable perquisite 

Rs. 

300 

(7) Taxable perquisite in respect of rent-free furnished accommodation in 
Calcutta is calculated as follows — 

Basic Salary 

Rs. 

16,000 

Dearness pay 


1,500 

Taxable Entertainment Allowance 


300 


Rs. 

17,800 


As the fair rent of Rs. 4,800 is.morc than 12 5% but less than 37 5% of 
Rs. 17,800, the taxable benefit will be 12 5% of Rs. 17,800=Rs. 2,225. 



REVISION AL I’RORIIMS 


Computation of total income ot Mr. Gupta for the year ended 
31st March 1970 -Assessment year 1970-71 

Basic Salaiy Rs 

Dearness Pay 

Deal ness Allow mcc 

Motor Car (10 HP, 

Entertainment Allow iicl 
I nsuianec Premium 
C ompcnsation lor modilicai i cl 1 h 
tcims ol cmplo>nKnt 
Rent-free accommodation 

R> 

I css C ost ot Book 


Gioss Tol il Income 

Less 1 ik Insui met Pumium 


paid by the C » nip n y 

Mi Gup i 

R 

_ V>0 

2 niiM 


Rs 

4 •>00 

But limited to 10 ot Rs 40 Out) 

C ontnbutu n to Rccogm l 1 Pi \ I 

R 

ud 

4 o (i 
, vi n 


R 

•'ll! 

60 ,,.!Rs non 
50 o ol M)0 

Rs 

^ 000 
>o 

Total Income 


R, 

Rounded i ft 


Rn 


Question No. 41. 


Hie Calcutta Haidvv ue St >i ugiskud turn a is in i, 

A B, ( with then piofit slnimq i it u ^ 1 The U m hLs ictum 

its income during the calendai >^ai lva 9 U j>t i u w in 1 h statement 
& Loss A/c as follows 


Dr 

To Opening stock 
„ Pui chases 
„ Sales returns 
, Establishment Expenses 
„ Salaiy to Paitncis 
A Rs 6,000 


Rs 


B 

C 


s , ooo ; 


4,000] 


Rent & Taxes 
Rent paid to A tor the 
fii nVs use of his house 


40 s00 
1 65 *M) 
l 3 200 
22 400 


15,000 
2 250 
3,000 


C i 

B\ S i s 

Puuh's^ ituins 
(_ losing slock 


R^ 


Carried ovei Rs. 2,51,700 Cairicdover Rs. 

1—40 


SIS 


16,000 

1,500 

1.500 
1,800 

300 

2.500 

3 000 
2,225 


28 825 
500 


28,325 


\250 


25 075 


25,080 


paitneib. 
showing 
of Profit 


2 40,500 
4.200 
55,750 


3,00,450 
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Brought Forward Rs. 2,51,700 Brought Forward Rs. 3,00,450 


„ Repairs & Renewals 4,750 

„ Legal Expenses 1 ,500 

„ Depreciation 4,200 

„ Commission on Sales 

paid to Partners : 

A Rs. 3,000 
B 2,000 

C 1,000 6,000 


,, Bad Debts written off 1,700 


., Net Pii'iit tiansfcncd to 

Capital A/cs of Partners 50.6t'O 

Rs. 3.00,450- Rs. 3,00,450 


On scrutiny it is found that — 

(a) The firm has consistently under- valued the stocks on both sides 
b) 5%. 

(b) Rent and Taxes include payment of income-tax Rs. 1,200. 

(c) Legal expenses include lawyer's fees of Rs. 750 paid for an income- 
tax appeal case. 

(d) In respect of claim for bad debts, no particulai action was taken by 
the firm for recovery of a debt of an amount of Rs. 600 

(e) A bad debt of Rs. 1,200 allowed in a pa»t assessment has been 
recovered in this year at Rs. 900 in full satisfaction and the said amount has 
been crcd.ted directly in the capital a/cs of the patina* in their respective 
profit-sharing lario. 

(f) The Balance Sheet shows as staled below - 
Written down value of assets. 

Motor Ca. Rs. 1 1.600 (Allowable depreciation at 20%) 

Furniture 6.500 (Allowable depieciatun at 10%) 

Godown sheds 

(2nd Class) 21,000 (Allowable dept caution at 5%) 

Deteiminc the total income ot the firm and show the allocation of piolils 
to partners assuming the granting of renewal of the rcgistiation of the firm for 
the assessment year. 


(Burdwan University— M. Com.) 

ANSWER 

(1) The opening stock should be mcicascd by Rs. 2.134 (Rs. 40,500 

-y 19). The closing stock should also be mc-cased by Rs. 2,934 
(Rs. 55,750-yl9). The net profit as per Profit & Loss A/c 

should, therefore, be increased by Rs. 800 (Rs. 2,934 less 
Rs. 2,134). 

(2) Payment of income-tax of Rs 1,200 is not an admissible deduction. 

(3) Lawyer’s fees of Rs. 750 paid for an income-tax appeal case is 
not an admissible deduction. 

(4) As the firm took no particular action for recovery, the bad debt 
of Rs. 600 should be disallowed. 

(5) The bad debt of Rs. 1,200 allowed in a past assessment, which ha9 
been recovered to the extent of Rs. 900 in full satisfaction, should 
be taxable to the extent of Rs. 900 [Sectiop 41(4)]. 
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(6) Depreciation admissible shall be calculated as follows — 


Motor Car Rs. 

11.600 

20% 

Rs. 

2,320 

Furniture 

6,500 

10% 


650 

Godown sheds 

21,600 

'« 5% 


1,080 




Rs. 

4,050 


Computation of total income for the year ended 
31st December; 1969 -Assessment year 1970-71. 

Net Profit as per Profit & Loss A/c. Rs. 30,600 

Add : Had Debt recovered 900 

Adjustment te : Opening & Cb-vug stock 800 

Rs. 32,300 

Add: Rent & Taxes Rs. 1.200 

Legal Expenses 750 

Had Debts 600 

Depreciation to be considered 

separately 4.200 6.750 






Rs. 

39,050 

Less : 

Depreciation 

as calculated 



4,050 





Rs. 

35,000 

Add : 

Salary paid 

to partners 





A 

Rs. 6,000 





B 

5,000 





C 

4,000 

Rs 

15.000 



Commission on Sales paid to Partners 

A Rs. 3,000 

B 2.000 

C I.0OO 6.000 21,000 

Total Income Rs 56,000 


Allocation to Partners 




Total 


A 


B 


C 

Profit 

Salary 

Commission 

Rs. 

35.000 

15.000 
6,000 

Rs. 

17,500 

6.000 

3,000 

Rs. 

11.667 

5.000 

2.0 >0 

Rs. 

5,833 

4.000 

1.000 


Rs. 

56.000 

Rs. 

26,500 

Rs. 

18,667 

Rs. 

10.833 


Question No. 42. 

The profit and Loss A/c of M/s Alpha Spring Manufacturing Co. for the 
year ending 31st March, 1970 shows the following position — 
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To Opening Stock 

Rs 80.500 By Sale less Return Rs. 5,39,750 

** 

Purchase Less Returns 

3 50,000 Closing Stock 75,500 


Wages 

35,400 

»J 

Electricity 

O,0(V) 

M 

Salary 

40,500 

„ 

Proprietor's Drawing 



(salary) 

18,000 


Rent & Taxes 

3.O0 ) 

) J 

Commission on Sales 

2.400 


Bad Debts wr.tten olf 

'.000 


Re^ne foi Doubtful 



Debts 

".000 

, 

Repairs & Renwxnls 

2 <s0() 

, , 

Legal Charges 

).*M)0 


Adxertiseme v 

3 200 

,, 

Depreciation 

2(i n n 0 


Net Profit t t a iOei ied 



to C apital \ k 

Os 1 



Rs Rs 6.15,250 


T i to *oH nx m g t f s 

aw icu •' d i'iii • ut* using the Accounts anil 

vouchers- 



(1) Mumcipil Fix 

mJadcs ”00 paid foi the piopnetoiN residential 


house 



(2) Lcgil charge-, include !aw\e»N fee of Rn 400 foi an Income-tax 


a^val -asc 

I 3 ) Hot 1 op vng stocks and J*'s ng stocks h »\e been mdeivulued by 5",, 
as in lac past 

Weitain the assessable income 

[Burdwanl nhersitv -B. Com. (Hons.)] 

ANSWER 

(1) Municipal Tax or* Rs ) naid for the propnctoiN residential house 
is not an aJmissioL deduction 

(2) Law ye N tee R> 40 » ptd lor m Income-lux appeal ease is not an 
adnvs-'Ole d iiu o 

13) The >p. 10 stoc-v sh t>hl k .w j .0 b\ Rs 4 237 (Rs 80.500- 19) 
r.ie i. i g s«i»A mi >jid als<» be • kh isul b\ Rs V>74 (Rs 78, 5(H) 
— ’0) Ta. ,et proh 1 as pe Pi *hl 1 oss A s siiould. therefore, be 

reduced bv R> 263 (Rs 4 237 l R> 3,974) 

*4) It is pie. . u d t 'l tiie end.e am unit oi 13a l Debts is plowed to be 
bonafide and as vk n is admissible in full 

(5) It is p oiinJ t..ar tne imotint of dcpieuation debited in the Profit 
& Loss A/c n is been calculated according t(> the rates laid down in 
the Income tax Rules 

Computation of total income of M/s \lpha Spring Manufacturing Co. 
for the >ear ending 31st March, 1970 -Assessment year 1970-71. 

Met Profit as per Profit & Loss A/c. Rs. 35,750 

Less : Adjustment re ■ Opening and 

Closing stock 263 


Carried over 


Rs. 35,487 
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Brought Foi ward 

Add: Proprietor's Drawing R s 18,000 

Rent & Taxes ’ 700 

Reserve for Doubtful Debts 7 000 

Legal Charges 400 


Rs. 35,437 
26,100 


Total Income 


Rs. 

61,587 

Rounded olf 


Rs. 

61,590 

Question No. 43 




The follow mg »s the pi 

ofit and lov 

account for the 'car 

ended 31st 

December. 1969 of the Deo. ail 

Si i <i,i » Mills < 

»f w Inc!' \ i , the nw ner 


To manufacturing expenses R 

s (*>.5.295 

B v sale ( ' f m 1 l t ii Rs. 

11.61,300 

Excise duty 

1 .07.500 

Ren 1 fi om agi 


,, Salary & Wages 

1.20.495 

ciiltiu al lands 

950 

Establishment chaipe t 

50.1-0 

Raenue from 


General charges 

13.7‘n 

h henes 

3700 

Tine paid to Excise Dcpl 

i -s ( , 

Sale proceeds 


lnt. . - ‘’Mink loans 

25.000 

of cane' 

6,07.355 

A \ remune* ion 

4J.00O 

Profit n*i sale 


Depreciation 

69.000 

* ■ * moloi truck 

1.230 

Cultivation Expenses 

4.57.500 



Income-tax 

25.000 



,, Net Profit 

1.78.095 



Rs 

17.74.535 

Rs. 

17.74,535 


Compute the total income of S ri A for the Assessment year 1970-71 after 
taking the following information into consideration — 

(i) Sale proceeds of cane include Rs. 5.12.000 on account of cane 
produced and consumed m the factoiy and debited to manufacturing expenses, 
the aveiage maikel price of Mich canc being Rs. 5,75.000. 

(ii) Tiie ti uck suld dming the year for Rs 3.230 was purchased 

in the past for Rs 17.000. pie 'nan n Gained in respect thereof in past 
assessments being Rs 15.000 

(in) General ehaiges include (ar Rs. 1,000 legAl expenses incurred in 
defending a suit regarding the compain's talc to ecna.n agricultural lands, and 
(b) Rs. 9,000 paid to Sri \\ son alio is an employee in the sugar mill for a 
trip ti) lluwai to Mudv m u.m methods of lnaiiiifacturc. 

(i\) Depreciation in icspect of all asset * has been agreed at Rs. 75.000. 

(Calcutta 1 imorsity B. Com. (Hons.)] 


ANSWER 

(D Rs 5.12.000 included mi tin sale proceeds of cane produced and 
consumed in live tact in and debited to manufacturing expenses 
should m»t be taken into account foi income-tax purposes as these 
a:e nmtia entries m the bo-'ks of account. Cultivation expenses 
amounting to Rs 4.57.600 should be disallowed as these expenses 
are foi figiicultuial purposes Sunihuly Rs. 5.75.000 representing 
the estimated market price of cane consumed in the factory should 
not be taken into account for Income-tax purposes as it is of agri- 
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cultural nature. (Rule 7 of the Income-tax Rules, 1962) 

(2) Sale price of Motor Truck Rs. 3,230 

Less : Written down value 

(Rs. 17.000 less Rs. 15,000) 2,000 

Excess over written down value is 

taxable under Section 41 (2) Rs. 1,230 


(3) Fine paid to Excise Dept. Rs. 1.750 should be disallowed [Vide 
I. T. R. Vol 41 (1961) page 350] [Supreme Court decision]. 

(4) Legal Expenses of Rs. 1.000 inclined in defending a suit regarding 
the company’s title to certain agricultural lands should be disallowed 
for Tncome-tax purposes. 

(5) Rs. 9.000 paid to the proprietor's son for a trip to Hawai should 
be disallowed for Income-tax purposes 

(6) Rent from agricultural lands are not taxable. 

(7) Revenue from fisheries is taxable as fisheries are not agricultural 
operations. 

Computation of total income of Shri “A” from the Sugar Mills for the year 
ended 31st December, 1969 — Assessment year 1970-71. 


Net Profit as per profit & Loss A/c 


Rs. 

1,78,095 

Add : 

Cultivation Expenses 

Rs. 4.57,500 




A's Remuneration 

41,000 




Depreciation 

69,000 




Incom:-tax 

25.000 




General Charges 

10,000 




Fine pa j/ .l to Excise Deptt. 

1,750 


6,04,250 




Rs. 

7,82,345 

Less : 

Estimated market price of the 

Cane consumed in Factory 

Rs. 5.75.000 




Rent from Agricultural knds 

950 




Depreciation as pei 1/Tax Rules 

75.000 


6,50,950 

Total Income 


Rs. 

1,31,395 


Question No. 

A gives the undernoted particulars of his income for the year ended 31st 


March, 1970— 

(i) Salary after deduction of income-tax at 

source and own contribution to the office 

Provident Fund which is recognised Rs. 20,000 

(ii) Income-tax deduction at source 3,400 

(iii) Own contribution to the Provident Fund 2,600 

(iv) Employer’s contribution to the Provident Fund 3,000 

(v) I nterest credited to the Provident F und 

calculated @ 10% per annum 3,600 

(vi) Expenses for holiday trip to Bangalore 

(not his home-district) met by A’s employer 1,500 

(vii) Cash house rent allowance (actual rent paid by A 

for the house at Burdwan was Rs. 6,000) 4,800 
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A is given the free use of a 15 H.P. Car by his employer, all the expense 
being met by the latter. 

A paid life insurance premium oi Rs. 4,500 on a policy of Rs. 40,000 on 
his life. 

Compute A’s total income for the Assessment yeai 1970-71 assuming that 
he had no other income. 

[Calcutta University— B. Com. (Hons.)] 


ANSWER 


(1) Salary after deduction of income-tax at >ouiec 
and own conti ibution to the office 
Recognised Provident Fund 
Add : Income-tax deduction at source 
Own contribution to Piovidcnt Fund 


Rs 20,000 
3.400 
2,600 


Basic Salary 


Rs. 26,000 


(?) Expenses for holiday trip to Bangalore (not his mum. 
district) met by tnc Lmployci is taxable in full 

(3) # (a) Cash House Rent Allowance Rs 4.800 

(b) 10° o i»f Basic Salary of Rs In. out) 2,600 

(c) Rent paid Rs. 6 000 

Less : 10 o! Sdluiy 2,600 3,400 

(d) Maximum Allowance 3,600 

(4) The monetaiy equixalcnt to i ih? fux u.^ ol a 15 H.P. Car is 
Rs. 1.800., 

(5) The maximum amount of life ljvuuance picnnuni eligible for relief 
is limited to Rs. 4.000 being lo"* of the life pohej ot Rs. 40,000. 


Computation of io(al income for the year ended 31.3.70. 
Assessment year 1970-71. 


Basic Sahu y 

Employer's contribution to Prov. 
Less : 10% of Basic Salary- 

1 und 

R>. 

3.000 

2,600 

Rs. 

26,000 

400 

Interest credited to Prov. Lund t< 
Less : Admissible (u 6% 

' io“ t ; 

Rs 

3.600 

2,160 


1,440 

Expenses lor Holiday trip 





1,500 

Cash House Allowance 

Less : Tax-free amount 


Rs. 

4.800 

2.600 


2,200 

Motor Cat- 





1,800 

Gross Total Income 

Carried over 


R$. 

33,340 
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Rs. 33,346 


irivugui x vi " - 

Less : Life Insurance Premium 

Provident Fund Contribution 

Rs. 

4,000 

2,600 

r -V 


Rs. 

6,600 


60 o /,;ofRs 5 000 

50 ° t ; of 1 600 

Rs 

3.000 

800 

3,800 

Total Income 


Rs 

i29,540 


Question No. 45 


5 


C is ihe ownei ol lout 
dwelling house, one us,.d b\ 


h 'uses in C ultima one occupied by him us his 
him loi h s own bus ness and the remaining two 


let out to tenants I In. 

pa 

tit 111 IIS 

iH tcgtild t i 

these buildings aie g von 

below . 









Housl ljsleI Hi use let House let 



Duelling 

toi t v n 

out used out 

—Used 



House 

busiikss 

bv tenant bv 

tenant 





foi business for icsidencc 

Date ot u ii ti union 


194 s 

1958 

1960 1968 

Rent ie..ci\..d 

Municipal tax 


— 

— 

Rs 4 800 Rs 

2,400 

(Paid In C ) 

Ownei s poition 

Rs 

400 

Rs 100 

Rs 375 R* 

250 

Occupier's poition 

Rs 

400 

Rs 700 

Rs s75 Paid by tenant 

Repairing Expenses 

Rs 

2 000 

Rs 1 500 

Rs 5()() R s 

100 

Ground rent 

Interest on loan taken 

Rs 

00 

Rs 50 

Rs 60 Rs 

40 

for constiucting tlu. 
house 




_ 

Rs 1 500 R S 

1,800 

Municipal Annual 






Value 


6,000 

Rs 4,500 

Rs 4.800 Rs 

2,4(X) 

Assuming that C had 

iio othoi income except 

dividends of Rs 

12,000 


(Gross) received during the y^ur ended 313 70 compute his total income 
Indicate reasons for excluding oi including any item in your computation 


ANSWER 


[Calcutta University— B. Com. (Hons.)] 


(1) House let out — used by tenant for 

Rent received 

: Statutory deduction in terms of 

the 2nd Proviso to Section 23( I ) 
Municipal tax paid 


Less : Statutory deduction for 

repairs (w, l/6th of Rs 1,550 
Ground Rent 
Interest on loan taken 
for construction 

Lobs 


redisence. Constructed in 

1968. 



Rs 

2,400 

Rs. 

600 




250 


850 



Rs. 

1,550 

Rs. 

258 




40 




1,800 


2,098 


Rs. 548 



feUVtStoNAt PRflMaiWfr Mf 

Notes (I)* With effect from the assessment year I969 i 715 any municipal 
tax paid by the owner should be deducted for computing net 
annual value. 

(2) The loss of Rs. 548 should be ignored for the purpose of 
computation of total income according to the last portion of 
the 2nd Proviso to Section 23(1). 

(2) House let out —Used by tenant for business. Constructed in 1960. 


Rent Received 


Rs. 

4,800 

Less : Municipal Tax paid by the owner 



750 



Rs. 

4,050 

Less : Statutory deduction for repans 




(a) 1 /6th of Rs. 4,050 

Rs. 675 



Ground Rent 

60 



Interest on loan taken for Construction 

1,500 


2,235 



Rs. 

1,815 


(J) House used for owner’s Business. Constructed in 1958. 


The expenses incurred in respect of this 
£ousc she Id be considered while compu- 
ting the income from Business. 



(4) Dwelling house — Constructed in 1945. 



Municipal Annual value 

Add: 1 /9th of Rs. 6,000 

Rs. 

6,000 

666 

Gross Annual value 

Less : Statutory deduction of 50% but limited to 

Rs. 

6,666 

1,800 


Rs. 

4,866 

The amount should, however, be restricted to 

10% of (Rs. 12,000 plus Rs. 1,815) i.e. Rs. 1,382 
according to the Proviso to Section 23(2) as 
amended by the Finance (No. 2) Act, 1967 

Rs. 

1,382 


Less ; Statutory deduction for repairs 

@ l/6th of Rs. 1,382 Rs. 230 

Ground Rent 60 290 


Rs. 1,092 


Notes : lit determing the municipal value, the Corporation of Calcutta 
allows a deduction of 10% on account of repairs. The municipal 
.value .of Rs. .6,000. has therefore, been increased Iftth of 
R**fikOQO. 
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Cemyntatioa of total income for the year • mki 313.71. 
Assessment year 1970-71. 


Dividends (Gross) 

Rs. 

12,000 

House let out 


1,815 

Dwelling house 


1,092 

Gross Total Income 

Rs. 

14,907 

Less : Dividends (Section 80L) 


1,000 

Total Income 

Rs. 

13,907 

Rounded off 

Rs. 

13,910 


Question No. 46 . 

A departmental store of which Sri Banik is the owner draws up the Profit 
& Loss Account for the year ended 31st December, 1969 as under— 


To Opening Stock 

Rs. 

1,20,000 

By Sales 

Rs. 20.00,000 

„ Purchases 


12.50,000 

„ Closing Stock 

1, 005000- 

„ Gross Profit C/d 


7.30,000 




Rs. 

21,00,000 


Rs* 21,00,000 

To Carriage Inwdids 

Rs. 

40.000 

By Gross Profit b/d 

7,30,000 

„ Salaries 


1,10,000 



„ Rent, Rates & Taxes 


25,000 



„ Interest 


30,000 



„ Commission 


80.000 



Legal Charges 


5,000 



„ Bad debts written off 


11.000 



„ Repairs to Buildings 


15,000 



„ General Charges 


9,000 



„ Depreciation 


75,000 



„ Net Profit 


3,30,000 




Rs. 7,30,000 Rs. 730.000 


Compute Sri Banik’s income for the Assessment year 1970-71 under the 
head “Profits & Gains of Business or Profession” from the above noted data 
after taking into account the following additional information. State reasons 
wherever necessary for the inclusion or exclusion of any item. 

(a) Stock of goods at the beginning as well as closing have consistently 
been valued at 10% below cost. 

(b) Sales include a sum of Rs. 80,000 representing the value of goods 

withdrawn by Sri Banik for his personal use. The goods were 
purchased during the year 1968 at a cost Of Rs. 1,00,000 and their 
market value on the date of withdrawal by Sri was 

Rs. 130,000. 

(c) Salaries include a sup of Rs. 12,000 charged to the h flripw by Sri 
Banik for services rendered by him to the N^n fit 
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(d) Commission of Rs. 80,000 includes the charges of Rs. 10,000 paid 
to a broker for securing to the business a loan of Rs. 10,00,000 
repayable in 10 years. 

(e) Bad debts written off represent the unrecovered portion of sale 
proceeds of Rs. 30,000 from a customer. The customer is a man of 
means, but he disputes the liability stating that an- inferior quality 
of goods was supplied. The dispute is before a court of law and is 
yet to be settled. The sale was effected in 1967 and the entire sum 
Rs. 30,000 was included in the total sales figures in the relevant 
Profit A Loss Account. 

(0 Legal charges represent the fees paid to a firm of Solicitors for 
examining the title deeds of a building to which Sri Banik proposes 
to shift his departmental store. The building was finally acquired 
in 1970. 

(g) General charges include a sum of Rs. 2,000 paid as an annual grant 
to the Employees Recreation Club formed by the employees of the 
departmental stores. 

(h) Depreciation according to Tncome-tax Rules works out at Rs. 80,000. 

[Calcutta University — B. Com. (Hons.)} 


ANSWER 

(a) ^ The value of opening stock of goods should be increased by Rs. 13,333 

(Rs. 1,20, * 00-^9) similary the value of the closing stock should also 
be increased by Rs. 11,111 (Rs. 1,00,000-^9). The Net Profit as 
per Profit and Loss A/c, should, therefore, be reduced by Rs. 2,222 
(Rs. 13,333 less Rs. 11,111). 

(b) Sri Banik withdrew some goods for his personal use. In the process 
of withdrawal of these goods there cannot arise any Profit or Loss 
therefrom. Sales have been credited with Rs. 80,000 whereas the 
purchases have been debited with Rs. 1,00.000. The Net Profit as 
per Profit &. Loss A/c should, therefore, be increased by Rs. 20,000. 
The excess market value over the Cost price amounting to Rs. 20,000 
(Rs. 1,20,000 less Rs. 1,00,000) should be ignored for all purposes. 

(c) Salary of Shri Banik amounting to Rs. 12,000 should be disallowed. 

(d) Commission of Rs. 10,000 paid to a broker for securing business loan 
of Rs. 10,00,000 is an admissible expense according to Hon’ble 
Supreme Court’s decision in India Cements Ltd. Vs. Commissioner 
of Income-tax Madras [Vide I.T.R. Vol 60 (1966) page 52]. 

(e) Bad debts written off Rs. 1 1 ,000 should be disallowed as the dispute 
has not yet been finalised. 

(f) Legal charges of Rs. 5,000 for examining title deed should be 
disallowed. 

(g) Annual grant of Rs. 2.000 paid to the Employees Recreation Club 
formed by the employees will be allowed as Staff Welfare expense. 

Computation of Sri Banik ’s income from “Profits A Gains of Business” 
for the accounting year ended 31.12.69 — Assessment year 1970-71. 

Net profit' as per Profit & Loss A/c. Rs. 3,30,000 

Less : Adjustments a/c. Opening and 

Closing stock of goods 2,222 


Carried over 


Rs, 


3,27,778 
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Brought Forward 

Add ; Goods withdrawn by Sri Banik 
Salary drawn by Sri Banik 

Bad Debts 

Legal Charges 

Rs. 20,000 
12,000 
11,000 
5,000 

Rs. 

3^7,778 

Depreciation 

75,000 

Rs. 

1,23,000 

4,50,778 

Less : Depreciation according to Income-tax Rules 


80,000 

Business Income 


Rs. 

3,70,778 

Rounded off 


Rs. 

3,70,780 


Question No. 47. 

A, B, C and D were partners in a firm sharing profits and losses in the 
ratio of 30%, 25 %, 25 % and 20% respectively. After six months D left the fu m 
and E was taken in and profit ratios were re-adjusted as A 25%, U 25%, C 25% 
and E 25%. 

The Profits of the firm for the previous year ended 31st Dec. 1969* 
amounted to Rs. 1,20,000 which included interest of Rs. 6,000 on Tax-ficc 
Securities and interest of Rs. 3,000 charged to A on his debit balance. The 
profit of Rs. 1,20,000 has been arrived at after debiting the following — 

(i) Interest paid to B on his capital account — Rs. 4,000. 

(ii) Salary paid to C & D Rs. 1,200 & Rs. 6,000 rcspectiscly. 

(iii) Rent of Rs. 6,000 paid to D. 

(iv) Commission of Rs. 2,000 paid to E. 

(v) Donations and charities— Rs. 6,000. 

Compute the total income of the firm and allocate the same amongst the 
partners. 

[Calcutta University— B. Com. (Hons.)] 


ANSWER 

(1) According to Section 40(b) any interest, salary, commission or othci 
remuneration paid to any partner should be disallowed in computing 
the total income of the Firm. But in the absence of any such 
statutory direction an interest charged to any partnci on his debit 
balance shall not be excluded from the computaion of total income 
of the Firm even though a portion of the interest will be credited to 
the partners’ Account in the shape of profit. 

(2) Rent paid to the partner “D” is an admissible expense for computing 
the total income of the Firm. 

(3) Profit A Loss Account for the year ended 31. 12,69 has been re-adjusted 
on six monthly basis. 


Profit as per Profit & Loss A/C. 

Less : Interest on Tax-free Securities 

Rs. 6,000 

Rs. 1,20,000 

Interest Charged to A’s Debit Balance 

3,000 

9,000 


Carried over 


Rs. 1,11,000 
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Brought Forward 

Rs. 

1,11,000 

Add : Interest paid to B 

Rs. 4,000 


Salary paid to C 

1,200 


Salary paid to D 

6,000 


Rent Paid to D 

6,000 


Commission paid to E 

2,400 


Donations 

6,000 




25,600 

Profit for the year 1969 

Rs. 

1,36,600 

Profit for the period 1 . 1 .69 to 30.6.69 

Rs. 

68,300 

„ .. 1.7 69 to 31 12 69 

68,300 


Rs. 

1,36,600 

PROMT & LOSS ACCOUNT FOR THE PERIOD 1.1.69 to 30.6.69 

To Donation Rs. 3,000 By 

Balance Rs. 

68,300 

Interest paid to B 2,000 

Intel cd charged to 


Salary paid 

A\ Debit balance 

1,500 

C Rs. 600 

Interest on Tax-free 


D 6,000 6,600 

securities 

3.000 


Rent paid to D 3,000 

Net profit 

A 30% Rs. 17,460 

B 25 % 14,550 

C 25% 14,550 

D 20% 11,640 58.200 


Rs, 72*00 


Rs. 72,800 


PROFIT & LOSS ACCOUNT FOR THE PERIOD 1.7.69 to 31.12.69. 


To Donation 

Rs 

3.000 

By Balance Rs. 

68,300 

,, Interest paid to B 

2.000 

,, Interest vhatged to 


„ Salary paid to C 

600 

W Debit Balance 

1,500 

„ Rent paid to D 

3,000 

Interest on Tax-free 


„ Commission to E 

2.400 

securities 

3,000 

„ Net profit 





A 25% Rs. 

15,450 




B 25% 

15,450 




C 25% 

15,450 




E25% 

15,450 

61,800 




Rs. 

72,800 

Rs. 

72,800 



COMPUTATION OF TOTAL INCOME OF THE FIRM FOR THE YEAR ENDED 11-12^0 

ASSESSMENT YEAR 1970-71 
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Question No. 48 

The profit and loss account of Mr. X carrying on business for the year ended 
31st December, 1969, is reproduced below— 

To Opening Stock Rs. 30,000 By Sales Rs. 2,38,000 

„ Purchases 1,80,000 „ Profit on sale of old 

„ Sales Returns 3,000 ornaments belonging 

„ Rent A. Taxes 3,100 to Mrs. X 2,000 

„ Stationery 1 ,200 „ Closing Stock 39,000 

„ Advertisement 700 

„ Shri X’s remuneration 6,000 

„ Salaries & Wages 4,500 

„ Staff Welfare expenses 2, OCX* 

„ Depreciation 4,300 

„ Office expenses 2,300 

„ Net Profit to Capital a/c 41 ,900 

Rs. 2,79,000 Rs. 2,79,000 


The in^nie tax records of Mr. X reveal the following facts— 

Written down value of assets at the end of last year’s assessment is stated 
below — 

(i) Plant and machinery (General)— Rs. 25,000 

(ii) Furniture — Rs. 6,400 

(iii) Motor lorry — Rs. 16,000. 

On examination of evidence it is found that— 

(a) The assessee has installed (and also put into use) a new plant and 
machinery on 1st April, 1969 the cost of which amounting to Rs. 25,000 has 
been debited to purchases account. 

(b) Rent and taxes include payment of income-tax — Rs. 1,300 

(c) A consignment of goods valued at cost Rs. 4,000 has been sent to 
an agent for sale and it is shown in suspense account in the balance sheet. 

(d) Rs. 1,000 on account of liability foregone by a creditor to whom 
the sum was due by way of commission charged by the proprietor in the revenue 
account of the preceding year have been set off against drawings account of 
Mr. X. 

(e) Staff welfare expenres include Rs. 1 ,500 being cost of pucca well- 
built-house for use from 1st April, 1969 by staff and workers. 

(f) Opening stock and closing stock were shown short by Rs. 10,000 
and Rs. 5,000 respectively. 

Ascertain the total taxable income of Mr. X for the Assessment year 
1970-71. 

[Calcutta University — B. Com. (Hons.)] 

ANSWER 

(a) Cost of a new plant and machinery amounting to Rs. 25,000 debited 
to purchase account should be disallowed as capital expenditure. Depreciation 
will, however, be admissible. Though the plant and machinery is new no 
“Development Rebate” is admissible as 75% of the amount has not been debited 
to the Profit & Loss A/c and credited to any “Development Rebate Reserve" 
account. 

(b) Payment of Income-tax amounting to Rs. 1,300 should be 
disallowed. 
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(c) Goods valued at cost Rs. 4,000 sent on consignment should be included 
in the closing stock for income-tax purposes. 

(d) Rs. 1,000 on account of liability foregone by a creditor in respect of 
commission charged in Revenue account of the preceding .year should be included 
in the computation of total income [Section 41(1)] 

(e) Cost of pucca well-built house for use by staff and workers should be 
disallowed as Capital Expenditure. Depreciation will, however, be admissible. 

(f) Net Profit should be increased by Rs. 5,000 being under-valuation 
of the closing stock. Similarly it should be reduced by Rs. 10,000 being under- 
valuation of the opening stock. The net result will be a reduction of Rs. 5,000 
in the net profit of Rs. 41,900. 

(g) The net profit should be reduced further by Rs. 2,000 being profit 
on sale of old ornaments belonging to Mrs. X. Capital gains arising from “Long- 
term Capital Asset” should be disregarded in computing total income if the amount 
is' less than Rs. 5,000. 


(h) Depreciation should be calculated as under — 

(i) Plant and Machinery written 



down value on 1.1.69 
Additions on 1 .4.09 

Rs. 

25,000 

25,000 







Rs. 

50,000 


10% 

Rs. 

5,000 

(•» 

Furniture written 
value on 1.1.69 

down 

Rs. 

6,400 


10% 


640 

(ni) 

Motor Lorry written 
value on 1.1 69 

dow n 

Rs. 

16,000 

[Us 

30% 


4,800 

(IV) 

Pucca well-built house used 

from 1.4.69 by woikeis Rs. 1,500 

Initial Depreciation [Section 32 (i) (iv )J 

(« 

U/ 

2 5%. 
20“,; 


38 

300 







Rs 

10,778 


Computation of total income of Mr. X for the year ended 
31st December, 1969 Assessment year 1970-71. 

Net Profit as per Profit &. Loss A/c. Rs. 


Pm chases Rs. 

25,000 

Rent & Taxes 

1,300 

X\ Remuneration 

6,000 

Stall Welfare Expense 

1,500 

Depreciation 

4,300 

Goods sent on consignment 

4,000 

Liability forgone 

1,000 


41,900 


43,100 


Rs. 85,000 


Profit on sale of ornaments Rs 

2,000 


Adjustment of opening 
and closing stocks 

5,000 


Depreciation as per 

1/Tax Rules 

10,778 

17,778 

Total Income 


Rs. 67,222 

Rounded off 


Rs. 67,220 
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Question No. 49 

Compute the total income of Shri Sukumar Sen Sharma 
lor the Assessment year 1970-71 from the following data — 

I Interest on securities Rs. 

II Income from house property 

III Profits & gains of business or profession 

(a) Manufacturing business — 

(0 Loss before allowance of depreciation and 
development rebate 
(n) Depreciation for the year 

(m) Development rebate for the year 

(b) Speculation business — 

(i) Loss in jute speculation 
(u) Profit in share speculation 

IV Capital gains 

(i) Loss on transfer of short-term capital assets 

(ii) Gains on transfer of long-term capital assets 
comprising of shares & securities 

V Income from other sources 

It is found that the following unabsorbed loss and 
allowances have been brought forward — 

(i) Unabsorbed share speculation loss of 
1967-68 assessment year 

(n) Unabsorbed depreciation 

(Burdwan University — M. Com.) 

ANSWER 

Computation of total income for 
the Assessment year 1970-71. 

Interest on sccuntitcs 
Income from House Property 
Speculation Business Piofit- 

Profit in share speculation Rs. 

Less : Unabsorbed speculation 
loss of 1967-68 


Rs. 40,000 

Less : Loss in Jute speculation 20,000 

“Long-term” Capital Gains (Comprising of shares & securities) 
Income from other sources 


Rs. 

50.000 

10.000 


Rs. 

Less : Loss on transfer of “short-term” 

Capital assets R*. 10,000 

Manufacturing Business Loss — 

Loss before allowance of 
depreciation and 

development Rebate Rs. 25,000 


5,000 

25,000 


25.000 

60.000 


20,000 

50,000 


10,000 

1,00.000 

80,000 


10,000 

25,000 


5,000 

25,000 


20,000 

1,00,000 

80,000 


2,30,000 


1—42 


Carried over 


Rs. 25,000 Rs. 10,000 Rs. 2^0,000 
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Brought Forward Rs. 

25,000 

10,000 

2,30,000 

Add : Unabsorbed 



Depreciation 

Depreciation 

Rs. 25,000 




for the year 

60,000 

85,000 

1,10,000 

1,20,000 




Rs. 

1,10,000 

Less : Development 

Rebate for the year 



40,000 

Gross Total Income 



Rs. 

70,000 


Less : Deduction under Section 80T regarding 
Long-term Capital Gains. 

100 % of Rs. 5.000 Rs. 5,000 

65 % of 95.000 61,750 66,750 


Total Income 


Rs. 3,250 


Notes (1) Depreciation is deductible in computing income, profits 

and gains from Business, Profession and Vocation 
[Section 32 (2)]. Unabsorbed Depreciation brought forward 
from an earlier year forms part of the Depreciation of 
the current year vide Chapter XIV § 9. (Page 170) 

(2) Development Rebate is deductible in computing total 

income from all heads of income [before any deduction 
under Chapter VI-A] [Section 33(2)] 

Question No. 50. 

A machine costing Rs. 10,00,000 was installed and brought into use on 30th 
June, 1967 by a company whose previous year ends on 3 1 st March, annually. 
For the three years ended 3 1 st March, 1968, 31st March, 1969 and 31st March, 
1970 the machine worked as under — 

Year ended Year ended Year ended 
31. 3. 68 31. 3. 69 31. 3. 70 


Single shift only . . 70 days 100 days 120 days 

Two shifts only . . 90 days 120 days 120 days 

Full three shifts . . 30 days 60 days 20 days 

Assuming that extra-shift allowance is to be given and further that the 
normal rate of depreciation is 10% calculate the written down value of the 
machine on 1st April, 1970. 

(Calcutta University — M. Com.) 

ANSWER 


Assessment year 

1968-69. 


Actual Cost on 30th June, 1967 


Rs. 10,00,000 

Normal Depreciation for 
single shift for 190 days 
(70+90+30) @ 10% of Rs. 10,00,000 

Rs. 1,00,000 

Double shift for 120 days (90+30) 

120 

@ 50% of Rs. 1,00,000 X 

20,000 


300 

Triple shift for 30 days 

30 

@100% of Rs. 1,00,000 X 

10,000 

1,30,000 

300 

Written down value on 1. 4. 68 

Carried over 

Rs. 8,70,000 
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Brought Forward R s . 8,70,000 

Assessment year 1969-70. 

Normal Depreciation for 
single shift for 280 days 

(100+120+60) @ 10% of Rs. 8,70,000 Rs. 87,000 
Double shift for 180 days (120+60) 

180 

(Pi 50% of Rs. 87,000 X 26,100 

300 

Triple shift for 60 days. 

60 


(S' 1 100% of Rs. 87,000 X 17,400 1,30,500 

300 


Written down value on 1.4.69 


Rs. 7,39,500 

Assessment year 

1970-71. 


Normal Depreciation for 

single shift for 260 days 

(120 t-120 | 20) (a< 10% of Rs. 7.39,500 

Rs. 73,950 


P able .shift for 140 days (120 i 20) 

140 

@ 50% of Rs. 73,950 X 

21,570 


240 

Triple sh'ft for 20 days 

20 

<S) 100% of Rs. 73,950 

6,162 

1,01,682 

240 

Written down value on 1 . 4. 70 


Rs. 6,37,818 


Note : With effect from the assessment year 1970-71 the normal yearly 
number of wo iking days for double shift and triple shift has 
been fixed at 240 or the actual number of working days, 
whichever is greater. 

Question No. 51. 

A Hindu undivided family consists of F and his three sons A, B, and C 
together with their wives and children. The family runs an agency business 
which is looked after by A in the capacity of an employee and for the services 
rendered to the said business he gets a salaiy of Rs. 1,000 per month from the 
agency business itself. The assessable profits of the family from the said business 
after charging A’s salary arc Rs. 1,00,000. F, A, B and C make monthly 
withdrawal of Rs. 1,500 each from the profits of the family business. 

F holds a large number of shares in a private limited company, the share 
money having come out of the family’s own funds. As a result of his large 
holding, F is a director in the company and during the year under review he 
received Rs. 6,000 as Director’s fees and Rs. 20,000 (gross) as dividends from 
the company. 

B runs a separate business of his own, the capital having been furnished by 
him out of his self-acquired property, and during the relevant year the nssewhle 
profits of the said business were Rs. 25,000. 

C is a government servant drawing a salary of Rs, 2^00 per month. 
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F, A, B and C live together and have a joint mess. 

On the basis of the abovenoted data state giving your reasons how you 
will treat the various items of income and allowances for purposes of income-tax 
assessments indicating clearly the particular persons in whose hands any parti- 
cular item is to be charged or exempted. 

(Calcutta University — M. Com. ) 

ANSWER 

Assessment year 1970-71. 

The Hindu Undivided Family will be assessed on the following incomes — 


Agency Business 

Directors Fees and dividends received 

Rs. 

1 .00,000 

by F for utilising Family Funds 
[I.T.R. Vol. 37 (1959) page 123] [Supreme 



Court decision] 


26,000 

Gross Total Income 

Rs. 

1,26,000 

Less : Dividends (Section 80L) 


1,000 

Total Income 

Rs. 

1,25,000 


Monthly drawings of Rs. 1.000 by F, A, B, and C are not taxable in their 
hands in terms of Section 10(2). 

A will be assessed on Rs. 12,000 being salary received from the family 
agency business. 

B will be assessed on Rs. 25.000 being assessable profits from the business 
Carried on by him with self-acquired capital. 

C will be assessed on Rs. 30,000 being salary of Rs. 2,500 per month. 


Question No. 52. 

P.Q.R. is a firm in which P and Q are adult partners while R, a minor son 
of P, has been admitted only to the benefits of partnership In the event of any 
profits from any source, the profit sharing ratio of P, Q and R is 3 :2 : 1, while 
in the event of any loss from any source P and Q only arc to share it equally. 
For its first year ending on 31st December 1969 the firm has applied for 
registration. 

The results of the firm’s trading and other activities for the year 1969 arc 
as under — 

fa) Agency business profits after charging 

Q’s salary of Rs. 6,000 Rs. 30,000 

(b) Loss in dealing in textile goods 70,000 

(c) Dividends (Gross) 9,000 

(d) Income from house properties 6,000 

P runs a separate export and import business of his own in which he 
incurred a loss of Rs. 12,000 during the previous year ended 3Ut March, 1970 
for • the 6aid export-import business. 


B constructed a house in 1962 and gifted it to his wife. During the year 
to 31st March, 1970 Mrs. P received a rent of Rs. 12,000 and incurred the following 
eXpenSes on the property — 

(a) Owner’s and occupier's shares of municipal tax Rs. 600 

(b) Repairing expenses 1,500 

(c) Collection charges 1,200 



REV1SI0NA.L PROBLEMS 333 

P, Mrs. P, Q and R had no other income relative to the assessment year 
1970-71 except those indicated above. 

Compute the total income of P, Mrs. P, Q and R, if any, for the said 
assessment year 1970-71. Indicate your reasons for the inclusion or exclusion 
of any particular item for the purposes of any particular assessment. 

(Calcutta University — M. Com.) 

ANSWER 


Computation of total income of the Firm PQR for the Assessment year 
1970-71 allocated to the partners (Registration allowed). 




Total 


P 


Q 


R 

Agency Business Profits 
Add : Salary paid to Q 

Rs. 

30,000 

Rs. 

15,000 

Rs. 

10,000 

Rs. 

5.000 

[Section 40 (b)] 


6,000 




6,000 

• 

• 

Agency Business Profits 

Rs. 

36,000 

Rs. 

15,000 

Rs. 

16.000 

Rs. 

5,000 

Loss in Textile goods 

Rs. 

70,000 

Rs. 

35,000 

Rs 

35.000 



Dividend > (Cj . t .s ■. > 

Less : Deduction 

Rs. 

9,000 

Rs. 

4,500 

Rs. 

3,000 

Rs. 

1,500 

(Section 80L) 


1,000 


500 


267 


133 


Rs. 

8,000 

Rs. 

4,000 

Rs. 

2.733 

Rs. 

1,367 

Income from House 









Properties 

Rs. 

6,000 

Rs. 

3,000 

Rs. 

2,000 

Rs. 

1,000 


Computation of to«al income of “R” for the 
Assessment year 1970-71. 


Agency Business Prolils 

Rs. 5,000 

Dividends (Gross) 

1.367 

Income from House Property 

1.000 

Total Income included in the Assessment of 


father “P" (In terms of Section 64) 

Rs. 7.367 


Compu%ation of total income “P" for the 
Assessment year 1970-71. 

Income from House Property gifted to 
Mrs. P. (In terms of Section 64) 


Annual value (Rental) 


Rs 

12.000 

Less : M. Tax paid 



600 



Rs. 

11.400 

Less : Statutory Allowance 




for repairs (S' l/6th Rs 

1,900 



Collection charges 




@6% of Rs. 11,400 




(Rounded off) 

680 


2,580 

Carried over 


Rs. 

8,820 
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Brought Forward 


Rs. 

8,820 

Iocome of Minor son “R” 

Agency Business Profits 

Dividends 

Income from House Property 

15.000 

4.000 

3.000 


7,367 

22,000 

Loss in Textile goods 


Rs. 

38,187 

35,000 

Loss in Export & Import business 


Rs. 

3,187 

12,000 

Loss in Export & Import business carried foiward 
to the Assessment year 1971-72 (Rounded off) 


Rs. 

8,810 


Computation of total income of “ Q r 
for the Assessment year 1970-71. 


Agency Business Profits 

Dividends 

Income from House Property 

Rs. 

16.000 

2.733 

2,000 

Loss in Textile goods 

Rs. 

20,733 

35,000 

Loss in Textile goods carried forwarded to the 
Assessment year 1971-72 (Rounded off) 

Rs. 

14,270 


Question No. 53. 

Explain with reasons if the following items are allowable as deductions in 
computing income from Business or Profession. 

[Calcutta University— B. Com. (Hons.)] 


(A) Loan by a solicitor to a client written off being irrecoverable. 

ANSWER Loan by a solicitor to a client is not his normal professional 
activities and as such the irrecoverable loan written off cannot 
be allowed as “bad debt”. The irrecoverable loan can be 
allowed as business loss in the hands of a money-lender or a 
banker whose normal business activities are lending money. 

(B) Legal Expenses incurred in exercise of one’s pre-emption rights in 
respect of adjoining land which if acquired could be used with advantage for 
business of the assessee. 

ANSWER Legal Expenses incurred for acquiring adjoining land which 
could be used for enlargement of business activities in future 
are capital expenditures and as such are not admissible in 
computing income from business. 



REV1SIONAL PROBLEMS 335 

(C) Goods withdrawn for private use of the Proprietor by making payment 
( If only 60% of the cost. 

ANSWER When goods are withdrawn for private use of the Proprietor 
there cannot be any Profit & Loss from that transaction for 
Income-tax purposes. One cannot earn any profit in the process 
of consuming any food or clothing etc. while he is a dealer in 
those goods. In this particular case the profit from the 
business which has been under-computed should be increased 
by 40% of the cost (100% less payment of 60% of the cost). 

(D) Accountancy charges for carrying investigation for a number of years 
which are under disclosure. 

ANSWER Normal accountancy charges for current year are admissible in 
computing the income from business. But accountancy charges 
for a number of past years are not admissible for computing the 
income of the current year. In addition, since the income of 
the earlier years has been determined and finalised any accoun- 
tancy charges not provided in the accounts of those years can 
not be deducted in computing income under mercantile system 
of accounting. 

(E) Expenses incurred in the laying of the foundation with a \iew to install 
^machinery, but later the place being unsuitable, no machinery was installed 
at the place. 

ANSWER Expenses incurred in laying foundation for installation of machi- 
nery are capital expenditures and as sucli should be disallowed 
in computing income from business. 

(F) Theft of Rs. 25,000 from the business-cash of a money-lending 
Business. The theft was made by the Cashier. Is the loss admissible ? 

ANSWER The loss arising out of theft of Rs. 25.000 from the business- 
cash by the Cashier is admissible in computing the income from 
the money-lending business. The theft by the Cashier in the 
course of normal business transactions (as opposed to a theft 
by an outsider) is an admissible expenses for earning the 
business profit. 

(G) A Bank failed to recover a sum of Rs. 15,000 out of a loan of 
Rs. 40,000 granted to a client in the ordinary course of busines. Is the irreco- 
verable amount deductible ? 

ANSWER The irrecoverable amount of the loan granted by a Bank to a 
client in the ordinary course of business is an admissible 
expense for earning the business profit provided the amount has 
been written-off in the books of the Bank. Money lent on 
interest is the stock-in-trade of a Banker and the loss of such 
stock-in-trade should be regarded as a trading loss. 

(H) Customs rules were infringed in the matter of importing goods and 
a penalty of Rs. 10,000 were levied on that account. Is the amount of 
penalty deductible ? 
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ANSWER Penalty of Rs. 10,000 levied for infringment of customs rules is 
not an admissible expense in computing the business profit 
The expense was not incurred for the purpose of carrying oi\ 
the normal business activities. [Vide I. T. R. Vol. 41 (1961) 
page 350] 

(I) Loan of Rs. 10,000 was taken for purchase of capital goods and interest 
ofRs. 10,000 was paid thereon in the year 1969. Is the amount of interest 
admissible as a deduction ? 

ANSWER Interest of Rs. lb, 000 paid on a loan of Rs. 1,00,000 taken for 
puichase of capital goods is an admissible deduction in comput- 
ing the business profit. According to Section 36 (1) (in) interest 
paid on capital borrowed for the purchase of the business is 
admissible even when the amount of loan is utilised for 
purchase of capital goods. 

(J) A factory was shifted from one place to other for better and easier 
supply of raw materials Is the claim for deduction from the assessable profits 
of the expenditure incuiied in shifting the factory tenable ? 

ANSWER The expenses incurred in shifting the factory from one place to 
another is not an admissible deduction in computing the 
assessable business profits even when the shifting will facilitate 
the supply of ravs materials. The expenses would be treated 
as capital expenditures and as such inadmissible 

Question No. 54. 

State giving reasons the name of the particular head of income under which 
the items of income described below are to be included 

[Calcutta University — B. Com. (Hons.)] 


(A) Dividends received by a dealer in stocks and Securities on shares held 
by him as stock-in-trade of his share-dealing business. 

ANSWER Normally dividends are assessable as “income from other 
sources” [Section 56 (2) (i)] but as the assessee, in this case, 
is holding the shares as his stock-in-trade, the dividends 
received by him should be assessed as income from “business”. 
It was observed by the Hon'ble Supreme Court in Bengal and 
Assam Investors Ltd. vs. Commissioner of Income-tax [as 
reported in Income-tax Reports Vol. 59 (1966) page 547] as 
follows — “It seems to us that, on principle, before dividends on 
shares can be assessed under Section 10 (old Section— 
“business” head), the assessee, be it an individual or a company 
or any other entity must carry on business in respect of shares 
that is to say, the assessee must deal in those shares” 
(systematically buying and selling). 

(B) Rent realised from employees for accommodation provided to them by 
the employer where such accommodation is owned by the employer and the 

thereof by the employees facilitates the carrying on the business of ( 
employer in which the employees are working. 
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ANSWER Normally rent realised from let-out properties is assessable as 
“income from House Property”. But if rent is realised from 
employees where the occupation facilitates the carrying on the 
"business of the employer, the amount should be assessed as 
“income from business”. It was held by the Hon’ble Punjab 
High Court in Commissioner of Income-tax, Delhi and 
Rajasthan vs. Delhi Cloth and General Mills Co. Ltd. [as 
reported in Income-tax Reports Vol. 59 (1966) page 152] that 
the income of the assessee from the buildings or lands appurte- 
nant thereto rented to its employees was income from business 
and fell for assessment under Section 10 (old Section) of the 
Indian Income-tax Act, 1922 “Income from Business” and not 
under Section 9 (old Section) as “Income from Property”. 

(C) Fees received by a director of a company for attending the Board 
meetings of the said company. 

ANSWER Director’s fees are assessable as'‘Income from other sources”. 

(D) Remuneration received by a practising Chartered Accountant from the 
University for services there as a part-time lecturer. 

ANSWER Remuneration received for serving as a part-time lecturer is 
assessable as “Salary”. The relationship between the payer 
and the payee, in this case, is that of the employer and the 
employee. 

(E) Remuneration received by a practising lawyer from the University for 
examining answer scripts of candidates sitting at the Law Examinations of 
the University. 

ANSWER Remuneration received for examining answer scripts is assess- 
able as “Income from other sources”. 

Question No. 55. 


“T”, the partner of a registered firm and also having several other sources 
of income, furnishes the following particulars in respect of his assessment for the 
year 1970-71. 





Profit/Loss 

1 . 

Income from house property 

+ 

Rs. 

6,000 

II. 

Interest on Securities 

+ 

Rs. 

2,000 

Ill 

Profits & Gains of business or profession : 





Business “A” : Trading Profit 

(+) 

Rs. 

10,000 


Depreciation 


Rs. 

6,000 


Development Rebate 


Rs. 

8,000 


Business “B” : Trading Profit 

( F) 

Rs. 

50,000 


Depreciation 


Rs. 

12,000 


Share in Registered firm ; Loss 

(-) 

Rs. 

15,000 

IV. 

Income from other sources : 





Dividends (Gross) 

+ 

Rs. 

2,000 
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Interest on loan taken by “T” for 

Purchase of shares on which the 

dividend was earned Rs. 600 

V. Capital gains : 

Short-term capital gains -f Rs. 12,000 

It is found that unabsorbed depreciation and unabosorbed development 
rebate, both relating to Business “B”, amounting to Rs. 15,000 and Rs. 12,000 
respectively are brought forward from the assessment year 1969-70. From Busi- 
ness “A” unabsorbed loss of Rs. 20,000 is brought forward from the assessment 
year 1969-70. 

Compute the total income of “T” for the assessment year 1970-71. 

(Calcutta University— M. Com.) 

ANSWER 


Computation of total income of “T” for the 
Assessment year 1970-71. 

Business “A” 

Trading Profit Rs. 10,000 


Less : Depreciation for the Current Year 

6,000 

Rs. 

4,000 

Less : Unabsorbed loss carried over from 
the assessment year 1969-70 



4,000 

Business “B” 

Trading Profit Rs. 

Less : Depreciation for the Current Year 

50.000 

12.000 

Rs. 

Nil 

38,000 

Less : Unabsorbed loss of Business “A” 
carried over from the assessment 
year 1969-70 



16,000 

Less : Loss in Registered Firm 


Rs. 

22,000 

15,000 

Business Profit 

Add : Income from House Properties 

Interest on Securities 

Dividends (Gross) Rs. 

Less : Interest on Loan 

2,000 

600 

Rs. 

7.000 

6.000 
2,000 

1,400 

Short-term Capital Gains 



12,000 

Less : Unabsored Development Rebate of 
Business “B” carried over from the 
assessment year 1969-70 


Rs. 

28,400 

12,000 

Less : Development Rebate of Business “A" 
for the Current year 


Rs. 

16,400 

8,000 

Carried oyer 


Rs. 

8,400 
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Brought Forward 

Rs. 8,400 

Unabsorbcd Depreciation of Business “A” 
carried over from the assess-ment year 

1969-70 

15,000 

Unabsorbed Depreciation of Business “A” 

carried over to the assessment year 1971-72 

Rs. 6,600 

Total Income for the assessment year 1970-71 

Nil 


Notes ! (1) Depreciation for current year is deductible in computing 
income, profits and gains from Business, profession and 
vocation [Section 32(2)] 

(2) Development Rebate is deductible in computing total 
income from all heads of income [before any deduction 
under Chapter VIA [Section 33(2)] 

(3) Business loss can be carried forward for 8 years, unabsorbed 
development rebate can be carried forward for 8 years, 
whereas unabsorbed depreciation can be carried forward 
for more than 8 years. In carrying forward (a) ‘‘business 
loss” (b) “unabsorbcd development rebate” and (c) “unab- 
sorbed depreciation” priority should be given to (a) there- 
after to (b) and lastly to (c). [(Section 72(2)]. 

t4) Loss in Business “A” carried forward from the assessment 
year 1969-70, can be set off against the profit of business 
“B” as the business “A” has been continued in the assess- 
ment year 1970-71 [Section 72(1) (i) Proviso]. 

■(5) Deduction of Rs. 1,000 from “Dividends” in terms of 
Section 80L cannot be effected as the “total income” for 
the assessment year 1970-71 is Nil. 

Question No. 56 


Dr. V. D. Pande is a medical practitioner and has 
dealings for the year 1969 as under 
Receipts : 

Rs. 


summarized his cash 


To Balance B/d. Rs. 4,544 

„ Consultation Fees 3,854 

„ Visiting Fees 3,000 

„ Loan from Bank 1,500 

„ Sale of Medicines 5,000 

„ Gains on race 1,500 

„ Profit on sale of Securities 1,000 

„ Gifts from patients 1,500 

„ Interest on P. O. S/B A/c. 100 

„ Dividends (Gross) 1,400 

„ Rent from House Property 1,800 


Payments : 

By Income-Tax 
„ Rent of the Clinic 
„ Household Expenses 
„ Car Expenses 
„ Cost of Medicines 
„ Local Taxes of House 
„ Surgical Equipment 
„ Purchase of Scooter 
„ Interest on Loan 
„ Donation to approved 
institution 

„ Salary to compounder 
„ Life Insurance Premium 
„ Gift to Sister 
„ Loan repaid 
„ Balance C/d. 


Rs. 


700 

500 

3.000 

1.000 

4.000 
180 

2.000 

2.500 
100 

500 

900 

500 

400 

1.500 
7,418 


25,198 


25,198 
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Allowable depreciation on surgical equipmeat is Rs. 500. One-foui th of 
the car expenses are considered to be for personal use. 

You, as an Income-Tax Consultant, are required to prepare a statement 
showing his profit from profession and also his total taxable income. 

[Sambalpur University— B. Com. (Hons.)] 


ANSWER 

Computation of total income for the Assessment year 1970-71. 


Income from medical profession and business. 

Sale of medicines Rs. 5,000 


Consultation Fees 

Visiting Fees 

Gift from Patients 



3,854 

3,000 

1,500 

Less : Cost of medicine 

Rent of the Clinic 

Car Expenses Rs. 

Less : Personal 

1,000 

250 

Rs. 

4,000 

500 

750 

100 

900 

500 

Interest on Loan 

Salary to Compounder 
Depreciation 



Income from House Property j 

Rent realised 

Less i Local Taxes 


Rs. 

1,800 

180 

Less : Statutory Allow. l/6th. 


Rs. 

1,620 

270 

Income from other sources : 

Dividends (Gross) 




Less : Life Insurance Premium 
60% of Rs. 500 (80C) 
Donation to App. Inst. 
55% of Rs. 500 (80G) 
Dividends (80L) 


Rs. 

300 

275 

1,000 


Rs. 13,354 


6,750 
Rs. 6,604 


1,350 
1,400 
Rs. 9,354 


1,575 


Total Income (Rounded off) 


Rs. 7,780 


Notes (1) Opening balance of Rs. 4,544 and closing balance of Rs. 7,418 
are neither income nor expense. 

(2) Loan from Bank Rs. 1,500 and Loan repaid Rs. 1,500 are 
capital receipt and capital repayment— Interest on Loan paid 
Rs. 100 is admissible expense. 

(3) Gains on race— Rs. 1,500 are casual income and non-taxable 
[Section 10(3)] 
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(4) Profit on sale of securities Rs. 1,000 is treated as “Long-term 
Capital Gains” and as it is less than Rs. 5,000 it is non-taxable 
[Section 80T] 

(5) Gifts from Patients Rs. 1,500 is taxable in terms of Sec- 
tion 28(iv) 

(6) Interest on P. O. Saving Bank A/c. Rs. 100 is not taxable 
in terms of Section 10(15) ( ii) 

(7) Income-tax paid — Rs. 700 ; Household expenses Rs. 3,000 ; 
Car expenses Rs. 250 — are personal expenses. 

(8) Surgical Equipment Rs. 2,000 ; Purchase of Scooter Rs. 2,500 
are Capital Expenditures. 

(9) Gift to sister Rs. 400 is personal expense. 

Question No. 57 ' 1 ? 0 


The assessments of M. Co. Ltd. an Indian company, for the years 
1969-70 and 1970-71 show the following results. 


1. !nic.v>t on securities 

Income from house property 
. Profits and gains of business 
or profession 
• (a) Deal : ng in fruits 

(b) Manufacturing glass — 
Profit before depreciation 
and development rebate 
Depreciation 
Development Rebate 

(c) Speculative transactions 

4. Income from other sources 

5. Capital gains-Short-term 



Assessment 

Assessment 


vear 


year 


1969-70. 


1970-71 

(+) 

2,000 

( + ) 

2,000 

(+) 

8,000 

(+) 

8,000 

(-) 

30.000 

(-) 

12,000 

(f) 

50,000 

(+) 

1,40.000 


80,000 


75,000 


15,000, 


20,000 

(+) 

6,000 

(-) 

9,000 

(-) 

2,000 

(+> 

5,000 



(-) 

25,000 


Compute the net assessable results for each of the two years giving full 
reasons for your workings 

(Calcutta University— M. Com.) 

ANSWER 

Assessment year 1969-70. 


Interest on Securities 

Income front House Property 


Rs. 

2,000 

8,000 

Less : Loss under the head 

“Income from other sources" 


Rs. 

10,000 

2,000 

Income from Speculative Business 

Less : Business Loss in Dealings 
in fruits 

Rs. 6.000 

30,000 

Rs. 

8,000 

24,000 

Business Loss A/c. Dealings in fruits 
carried forward to the assessment 

year 1970-71 


Rs. 

16,000 
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Profit of Manufacturing Glass Business 

Less : Depreciation 

Rs. 

50.000 

80.000 

Unabsorded Depreciation to be carried for- 
ward to the assessment year 1970-71 

Rs. 

30,000 

Unabsorbed Development Rebate to be carried 
forward to the assessment year 1970-71 

Rs. 

15,000 

Assesment year 1970-71 



Profit of manufacturing Glass business 

Less : Depreciation for the year 

Rs. 

1,40,000 

75,000 


Rs. 

65,000 

Less : Business Loss A/c. Dealings in 
fruits for the Current year 


12,000 


Rs. 

53,000 

Less : Business Loss A/c. Dealing fruits 
carried forward from the assess- 
ment year 1969-70 


16,000 


Rs. 37,000 

Add : Interest on Securities Rs. 2,000 

Income from House Property 8,000 

Income from other sources 5,000 15,000 


Rs 52,000 

. Less : Loss in short-term capital Asset 

for the current year 25,000 



Rs. 

27,000 

Less : Unabsorbed development rebate 
carried forward from the assess- 
ment year 1969-70 


15,000 


Rs. 

12,000 

Less : Development Rebate for the 
current year 


20,000 

Unabsorbed Development Rebate to be carried 
forward to the assessment year 1971-72 

Rs. 

8,000 

Unabsorbed Depreciation to be carried 
forward to the assessment year 1971-72 

Rs. 

30,000 

Loss in Speculative Business to be carried 
forward to the assessment year 1971-72 

Rs. 

9,000 


Notes (1) Depreciation for current year is deductible in computing income, 
profits and gains from business, Profession and vocation [Section 
32(2)1. 
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(2) Development Rebate is deductible in computing total income 
from all heads of income (before any deduction under Chapter 
VIA) [Section 33(2)}. 

(3) Business Loss can be carried forward for 8 years, unabsorbed 
development rebate can be carried forward for 8 years, whereas 
unabsorbed depreciation can be carried forward for more than 
8 years. In setting off carried forward (a) “business loss” 
(b) “unabsorbed development rebate” and (c) “unabsorbed 
depreciation” priority should be given to (a) thereafter to (b) 
lastly to (c) [Section 72(2)]. 

(4) Business Loss in dealings in fruit carried forward from the 
* assessment year 1969-70 can be set off against the profit of manu- 
facturing Glass business as the fruit dealing business has been 
continued in the assessment year 1970-71. 

Question No. 58. 

B, a resident individual, retired from employment with P Co. Ltd. 
after ! r >' mplcted years of service on 30th June, 1969 and was granted by 
the company a pension of Rs. 500 per month with effect from 1st July, 1969. 
He was also paid a retiring gratuity of Rs. 30,000. He received from the 
recognised provident fund of which he was a member from the commencement 
of his service to the date of retirement the sum of Rs. 1,00,000 being the 
balance standing to his credit on 30th June, 1969. 

After retirement he joined R Co. Ltd. as its Executive Officer on a 
contract for 3 years commencing on 1st October, 1969. The particulars of 
his remuneration from the two companies during the year to 31st March, 
1970 for the respective period of service with them, besides what have been 
stated above, W'ere as under : 


Salary 

Rs. 

P Co. Ltd. 

3.000 per month 

Rs. 

R Co. Ltd. 

1 ,800 per month 

Entertainment 

Rs. 

(since 1962) 

500 per month 

Rs. 

600 per month 

allowance 

Employer’s contribution 
to provident Fund 

Rs. 

(since 1953) 

400 per month 



Own cotribution to 
the fund 

Rs. 

400 per month 



House rent allowance 

Rs. 

500 per month 

Rs. 

500 per month 


B occupied throughout the year a house at Calcutta for which he paid 
rent @ Rs. 550 per month. He owned a car of 15 h.p. which he used for 
personal as well as official purposes. His actual expenses on the car for the 
relevant periods of service were met by the respective companies, such 
expenses uniformly working out at Rs. 480 per month. During the year he 
paid life insurance premium of 12,000 on a policy on his own life the capital 
sum assured being Rs. 1,00,000. Assuming that he had no income other 
than what has been stated here compute B’s total income for the assessment 
year 1970-71 indicating your reasons for the particular manner in which you 
treat any item in your answer. 

( Calcutta University— M. Coni. ) 
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Computation of total income for the year 
ended 31.3.70— Assessment year 1970-71 


Salary from P. Co. Ltd. 


for April, May and June, 1969 @ Rs. 3,000 per month 

Pension July, 1969— March 1970 (ri) Rs. 500 per month 
Employers’ Contribution to Prov. Fund Rs. 1,200 

Less : Tax-free 10% of Rs. Rs. 9,000 900 

Rs. 

9,000 

4,500 

300 

House Rent Allowance 

Less : Tax-free as per Note (2) 

Rs. 

1,500 

750 


750 

Perquisite a/c. Motor car as per Note (4) 

Gratuity as per Note (5) 

Less : Exempted in terms of Section 10(10) 

Rs. 

30,000 

22,500 


480 

7,500 

Salary from R. Co. Ltd. 
for Oct. ’69 to March ’70 @ Rs. 1.800 (P.M.) 
Entertainment Allow, as per Note (1) 

House Rent Allowance Rs. 3,000 

Less s Tax-free as per Note (3) 1,800 

Rs. 

10,800 

3,600 

1,200 

Rs. 

22,530 

Perquisite a/c. Motor Car as per 

Note (4) 


960 


16,560 

Gross Total Income 



Rs. 

39,090 

Less : Prov. Fund i x400 

Life Insurance Premium 

10% Rs. 1,00,000 

Rs. 

1,200 

10,000 




Rs. 

11,200 



60% of Rs. 5,000 

50% of Rs. 6,200 

Rs. 

3,000 

3,100 


6,100 

Total Income 



Rs. 

32,990 


Notes : (1) Entertainment Allowance received from P. Co. Ltd. at the rate 
of Rs. 500 per month is tax-free as the amount is less than 20% 
of Rs. 3,000. Entertainment Allowance received from R. Co. Ltd. 
at the rate of Rs. 600 per month is taxable in full. 


(2) (a) House Rent Allowance received from P Co. Ltd. 

(b) House Rent paid by “B” 

Rs. 

1,500 

Rs. 550x3 less 10% of Rs. 9,000 

Rs. 

750 

(c) 20% of Salary of Rs. 9,000 

Rs. 

1,800 

(d) Rs. 300 p.m, from April-June, 1969 

Rs. 

900 
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(3) (a) House Rent Allowance received from R. Co. Ltd. Rs. 3,000 

(b) House Rent paid by “B” 

Rs. 550x6 less 10% of Rs. 10,800 Rs. 2,220 

(c) 20% of Salary of Rs. 10,800 Rs. 2,160 

(d) Rs. 300 p.m. from Oct. 1969— March, 1970 Rs. 1,800 


(4) Estimated taxable Perquisite in respect of Motor Car Rs. 160 
per month being 1/3 rd of total expense of Rs. 480 per month. 
[Rule 3(i)(iii)] 

(5) (a) Average monthly Salary Rs. 3,000 


(b) One-half month’s basic salary for each year of 

completed service Rs. 3,000xjxl5 Rs. 22,500 


(c) 15 months basic salary Rs. 45,000 


(d) Maximum Account Rs. 24,000 


(6) Repayment from Recognised Providend Fund at the time of 
retirement should be excluded from the computation of total 
income. [Section 10t, 12)] 

Question No. 59. 

The particulars of assessable profit or loss of G. Co. Ltd. for the assess- 
ment year 1970-71 arc as under — 


Income from house property 

( + ) 

Rs. 12,000 

Profits & gains of business or profession 

A. Trading in Cloth 

Loss before charging depreciation 

(-) 

15,000 

Depreciation 


18,000 

B. Manufacturing small tools 

Profit before depreciation and 

development rebate 

(+) 

70,000 

Depreciation 


30,000 

Development rebate 


12,000 

C. Loss from speculative transactions 

(“) 

20,000 

Income from other sources 

Sundry interest 

(+) 

5,000 


It is learnt that unabsorbed cloth business loss and unabsorbed deprecia- 
tion in respect of small tool manufacturing business of Rs. 5,000 and Rs. 12,000 
respectively as also unabsorbed development rebate of Rs. 10,000 in respect 
of small tool manufacturing business are being brought forward from the 
assessment year 1969-70. 

Compute the net assessable result for the assessment year 1970-71 stating 
your reasons for the manner of treatment of any particular item and also 
indicate what items, if any, are to be carried forward to subsequent assess- 
ments. 

(Burdwan University — M. Com.) 


1-44 
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Assessment year 1970-71 

Small tools manufacturing business-Profit Rs. 70,000 

Less : Depreciation 

Small tools Rs. 30,000 

Cloth business 18,000 

48,000 



Rs. 

22,000 

Less : Less in Cloth business for the Current Year 


15,000 


Rs. 

7,000 

Less : Unabsorbed loss of Cloth business carried 

over from the assessment year 1969-70 


5,000 

Business Profit 

Rs. 

2,000 

Add : Income from House Property 


12,000 

Income from other sources 


5,000 


Rs. 

19.000 

Less : Unabsorbed development rebate in 
respect of small tools manufacturing 
business carried over from the 

assessment year 1969-70 


10,000 


Rs. 

9 000 

Less ; Development rebate in respect of 
small tools manufacturing business 

for the current year . 


12,000 

Unabsorbed Development Rebate in respect 
of small tools manufacturing business carried 

over to the assessment year 1971-72 

Rs. 

3 ,000 


Unabsorbed Depreciation of Rs. 12,000 in 
respect of small tools manufacturing business 
carried over from the assessment year 1969- 
70 will be carried over to the assessment 
year 1971-72 


Loss from speculative transactions of 
Rs. 20,000 will be carried over to the assess- 
ment year 1971-72 

Notes (1) Depreciation for current year is deductible in computing income, 
profits and gains from business, Profession and vocation [Section 
32(2)]. Where more than one business is carried on and the profits 
of any one of them are insufficient to cover the full depreciation 
admissible for that particular business, the excess depreciation 
can be set off against the profits of other business. 

(2) Development Rebate is deductible in computing total income 
from all heads of income (before any deduction under Chanter 
VIA) [Section 33(2)] F 
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(3) Business Loss can be carried forward for 8 years, unabsorbed 
development rebate can be carried forward for 8 years, whereas 
unabsorbed depreciation can be carried forward for more than 
8 years. In setting off carried forward (a) “business loss” (b) 
unabsorbed development Rebate” and (c) “unabsorbed deprecia- 
tion” priority should be given to (a) thereafter to (b) and lastly 
to(c) [Section 72(2)] 

(4) Loss in cloth business carried forward from the assessment year 
1969-70 can be set off against the profit of small tools manufac- 
turing business as the cloth business lias been continued in the 
assessment year 1970-71. 


Question No. 60. 


The Profit & Loss Account for the year ended 30th June. 1969 of Arun 
& Sons, a proprietory concern, is as follows : 


Dr. 


Cr. 


Rs. 

Rs. 

To Opening slock 

50,000 By Sales 

19,40,000 

„ Purchases 

12,00.000 „ Closing Stock 

60,000 

„ Wages 

3,00,000 


„ Salaries 

1 ,00,000 


„ Interest 

45.000 


„ Customs duty 

12,000 


„ General Charges 

63,000 


„ Depreciation 

35,000 


,, Income-tax 

55,000 


„ Development rebate 
Reserve 

18,000 


„ Net Profit 

1 .22,000 


Rs. 

20.00,000 

Rs. 20,00,000 


The following particulais arc available : 

(i) Both the opening and closing stock are valued 20% under cost. 

(ii) ‘Wages’ includes a sum of Rs. 5,000 paid to the proprietor’s 
domestic servants. 

(iii) ‘Interest’ includes Rs. 10,000 paid in respect of a loan taken to 
purchase a machine which was installed on 1st October '68. 

(iv) ‘Customs duty' includes Rs. 4,000 for clearing the machine referred 
to in (iii). 

(v) Depreciation debited represents the amount admissible for income- 
tax purposes. 

(vi) Development rebate reserve represents 75% of the amount of the 
development rebate admissible. 

Compute the total income of the proprietor on tne basis of the above- 
noted data giving your reasons wherever necessary. 

[Calcutta University— B. Com. (Hons.)] 
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(1) The opening stock should be increased by Rs. 12,500 (Rs. 50,000 
25). The closing stock should similarly be increased by Rs. 15,000 
(Rs. 60,000-r25). The net Profit as per Profit & Loss Account, 
should therefore, be increased by Rs. 2,500. 

(2) Rs. 5,000 paid to the proprietor’s domestic servants should be 
disallowed. 

(3) Rs. 4,000 paid as customs duty for clearing the machine should be 
disallowed as capital expenditure. 

(4) Rs. 10,000, paid as interest on loan taken to purchase a machine is 
an admissible expense. [Section 36(1) (iii)]. 

Computation of total income of Aran & Sons for the year ended 
30th Jane, 1969— Assessment year 1970-71. 


Net Profit as per Profit & Loss A/c. Rs. 1,22,000 

Add : Adjustment rc-Opening and Closing stock 2,500 

Domestic Servant’s Wages 5,000 

Customs Duty paid 4,000 

Depreciation 35,000 

Development Rebate Reserve 18,000 

Income-tax 55,000 


Rs. 2,41,500 

Less : Depreciation for Income-tax purpose Rs. 35,000 

Development Rebate 24,000 59,000 


Total Income Rs. 1 ,82,500 
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Depreciation Allowance as amended upto 
the 30th June, 1970 

The allowance under clause (i) or clause (ii) of sub-section fl) of Section 
32 in respect of depreciation of buildings, machinery, plant or furniture shall 
be calculated at the percentage specified in the second column on the actual cost 
or, as the case may be the written down value of such assets as are used at 
any time during the previous year. 

Provided that in a case where the assessee has been allowed to vary the 
meaning of the expression “previous year” in respect of business or profession 
under sub-section (4) of Section 3 and, thereby, his income from such business 
or profession for a period of thirteen months or more is included in his total 
income of any previous year, the allowance referred to in this sub-rule, 
calculated in the manner stated herein above, shall be increased by multiplying 
it by a fraction of which the numerator is the number of complete months 
in su^i; pie'-.ous year and the denominator is twelve. 



Depreciation 
allowance as 
percentage of 
(i) actual cost 
in the case of 


Class of asset 

ocean-going 
ships ; 

(i<) written 
down value 
in the case of 
any other 
asset. 

Remarks 

1 

2 

3 


1. Buildings 

(1) First class substantial 
buildings of selected 
materials. 

(2) Second class buildings of 
less substantial construc- 
tion. 

(3) Third class buildings of 
construction inferior to 
that of second class build- 
ings but not including 
purely temporary erec- 
tions. 

(4) Purely temporary erec- 
tion such as wooden 
structures. 


2-5 

5 


Double these rates will be taken 
for factory buildings excluding 
offices, godowns. officers and 
employees’ quarters. 


75 ! 

j 

100 I 
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II. Furniture and fittings — 

(1) General rate. 

(2) Rate for furniture and 
fittings used in hotels ; 
restaurants and boarding 
houses ; schools, colleges 
and other educational 
institutions ; libraries ; 
welfare centres ; meeting 
halls ; cinema houses, 
theatres and circuses ; 
and for furniture and 
fittings let out on hire 
for use on the occasion 

of marriages and similar | 
functions. I 

III. Machinery and plant (not 

being a ship). 

(i) General rate applica- 
ble to machinery and 
plant (not being a ship) 
for which no special rate . 
has been prescribed under 
item (ii) hereinbelow. 

(ii) Special rates : 

A. (1) Hydraulic works, pipe- 

lines and sluices (N.E.S.A.) 

(2) Overhead cables and 
wires (N.E.S.A.) 

(3) Salt Works-Reservoirs, 
Condensers Salt Pans, 
delivery channels and 
piers, if constructed of 
mansonry, concrete, 
cement, asphalt or simi- 
lar materials (N.E.S.A.) 

B. (1) Accounting machines 

(N.E.S.A.) 

.2) Airconditioning Machi- 
nery including room air 
Conditioners (N.E.S.A.) 

(3) Artificial Silk Manufactur- 
ing Machinery and Plant 
except wooden parts. 

(4) Building Contractor’s 
Machinery (N.E.S.A.) 

(5) Brick and Tile Manufac- 
ture — wooden shelves and 
pallets. 


2 3 


10 


15 


10 


5 
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(6) Calculating machines , 

(N.E.S.A.) t 

(7) Machinery and plant com- 
ing into contact with j 
corrosive chemicals. 

(8) Machine Tools— 

(a) Automatic and semi- . 

automatic ; j 

(b) Precision machine 
tools, e, g., grinding ; 
machines. 

(9) Mineral oil concerns-fieltf 1 
operations (Distribution) : 

Kerbside pumps including 
underground tanks and 

(N.E.S A.) 

* V I0) Mines and Quarrics-Sur- 
facc and underground 
machinery (other than 1 
electrical machinery, boi- j 
lers anu portable under- 
ground machinery), head- 
gear, moving parts ami ; 
rails (N.E.S.A.) 

(11) Neo-post Franking! 

Machine (N.E.S.A.) 

(12) Office Machinery I 

(N.E.S.A.) j 

(13) Refrigeration Plant Con- ; 

tainers, etc. (other than 1 
racks) (N.E.S.A.) 15 

(14) Road making plant and 
machinery. 

(15) Ropeway structures — 
carriers. 

(16) Rubber and Plastic goods 
factorics-General machi- 
nery and plant. 

(17) Salt works-Machincry. 
plant, locomotives, wagons 
and rolling stock. 

(18) Sewing and knitting 
machines employed in the 
manufacture of Hosiery 
and woollen goods. 

(19) Sewing and stitching ma- 
chines for canvas or 
leather. 

(20) Surgical instruments 

(N.E.S.A.) 1 
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(21) Tea factories — General ma- 
chinery and plant inclu- 
ding rollers and driers. 

(22) Tramways Electric and 

tramways run by internal 
combustion engines — Per- 
manent way exceeding 
1,25,000 car kilometres per 
kilometre of track per 
annum (N.E.S.A.) 15 

(23) Typewriters (N.E.S.A.) i 

(24) Wireless apparatus and [ 

gear, wireless appliances ; 
and asscssories (N.E.S.A.) | 

C. (1) Cinematograph films — 
Machinery used in the 
production and exhibi- 
tion of cinematopraph 
films (N.E.S.A.) 

(a) Recording equipment, 
reproducing equip- 
ment. developing mac- 
hines, printing machi- 
nes, editing machines, 
synchronisers and stu- 
dio lights except bulbs. | 

(b) Projecting equipment | 

of film exhibiting con- : 
cerns. j 

(2) Cycles (N.E.S.A.) ' j 

(3) Data proceeding machines j 

including computers I 

(N.E.S.A.) » 

(4) Electrical machinery — i 

Batteries ; X-ray and Elcc- 
trotherapeutic apparatus 
and accessories thereto 
(N.E.S.A.) i 20 

(5) Glass manufacturing con- 1 
cerns except Direct Fire I 
Glass Melting Furnaces — 
Recuperative and Regcne- j 
rative Glass Melting i 

. Furnaces. | 

(6) Juice boiling pans (karhais) 

(N.E.S.A.) 

(7) Motor cars, motor cycles, 
scooters and other mopeds 
(N.E.S.A.) 
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(8) Sugar Cane crushers (indi- 
genous Kolhus and Belans) 
(N.E.S.A.) 

D. (1) Aeroplancs-Aircraft, Aerial 

photographic apparatus 
(N.E.S.A.) 

(2) Concrete Pipes manufac- 
ture — Moulds (N.E.S.A.) 

(3) Drum Container manufac- 
ture — Dies (N.E.S.A.) 

(4) Earth moving machinery 
employed in heavy cons- 
truction works, such as 
dams, tunnels, canals, etc. 
(N.E.S.A.) 

(5) Glass manufacturing con- 
cerns except Direct Fire 
U'.ivn Melting Furnaces — 
Moulds (N.E.S.A.) 

(6) Moulds in Iron Foundries 
(N.E.S.A.) 

(7) Mineral oil concerns — 
Field operations (above 
ground) — Portable boilers, 
drilling tools, wellhead 
tanks, rigs, etc. (N.E.S.A.) 

(8) Mines and quarries — Por- 
table underground machi- 
nery and earth moving 
machinery used in open 
cast mining (N.E.S.A.) 

(9) Motor buses, motor 
lorries, motor taxies, 
motor tractors (N.E.S.A) 

(10) Patterns, dies and templates 
(N.E.S.A.) 

(11) Ropeway structures — Ro- 
peways ropes and trestle 
sheaves and connected 
parts (N.E.S.A.) 

(12) Shoe and other leather 
goods factories — wooden 
lasts used in the manu- 
facture of shoes. 

E. (1) Aeroplanes — Aero-engines 

(N.E.S.A.) 

(2) Rubber and plastic goods 
factories — Moulds 
(N.E.S.A.) 

1—45 


20 


30 


40 
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F. (1) Artificial Silk Manufac- 
turing Machinery — wooden 
parts. 

(2) Cinematograph films — 

Bulbs of studio lights. 

(3) Flour mills — Rollers. 

(4) Gas cylinders including I 

valves and regulators. I 

(5) Glass manufacturing con- ! 
cerns — Direct Fire Glass i 
Melting Furnaces. 

(6) Iron and steel industry — 

Rolling mill rolls. 

(7) Match factories — Wooden 

match frames. 100 

(S) Mineral oil concerns — 

(a) Plant used in field 
operations (above i 
ground) — Distribution- 
returnable packages. 

(b) Plant used in field 

operations (below i 
ground) but not inclu- 
ding assets covered by 1 
sub-item (ii) B (9) j 
above. - j 

(9) Mines and quarries — 

i a) Tubs, winding ropc^ 
haulage ropes & sand 
stowing pipes. 

(b) Safety lamps. 1 

(10) Salt works — Sait pans, re- ; 
seivoirs and condensers, ! 
etc., made of earthy, sandy 
or clayey material or any 
other similar materialM. j 

(11) Sugar works — rollers. 

(iii) Extra depreciation allow- 
ance for approved hotels : 

An extra allowance of de- 
preciation of an amount 
equal to one-half of the 
normal allowance shall be 
allowed in the case of 
machinery and plant ins- 
talled by an assessee, being 
an Indian company, in 
premises used by it as a 
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hotel where such^hotcl is 
for the time being approv- 
ed by the Central Govern- 
ment for the purposes of 
Section 33 of the Act. 
Explanation. — For the pur- 
poses of this sub-item and 
sub-item (iv), “normal 
allowance” means the 
amount of depreciation 
allowance under this sub- 
item or the extra shilt 
:Vp' e iution allowance 
under sub-item (iv) which is 
allowable under rule 5. 

(iv) Extra shift depreciation 
allowance : 

An extra allowance iipto 
a maximum of an amount 
equal to one-half of the 
normal allowance shall be 
allowed where a concern 
claims such allowance on 
account of double shift wo- 
rking and establishes that 
it has worked double shift. 
An extra allowance uplo 
a maximum of an amount 
equal to the normal allow- 
ance instead of one-half 
of the normal allowance, 
shall be allowed where a 
concern claims such allow- 
ance on account of triple 
shift working and esta- 
blishes that if has woiked 
triple shift. 

The calculations of the 
extra allowance for double 
shift working and for 
triple shift working shall be 
made separately in the pro- 
portion which the number 
of days for which the con- 
cern worked double shift 
or triple shift, as the case 
may be, bears to the nor- 
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mal number of working 
days during the previous 
year. For this- purpose, 
the normal number • of 
working days during the 
previous year shall be 
deemed to be— 

(a) in the case of a 
seasonal factory of con- 
cern, the number of days 
on which the factory or 
concern actually worked 
during the previous year 
or 180 days, whichever is 
greater ; 

(b) in any other case, 
the number of days on 
which the factory or con- 
cern actually worked dur- 
ing the previous year or 
240 days, whichever is 
greater. 


Illustration 

For example, where 
a non-seasonal concern 
worked 270 days during 
the previous year out of 
which it worked triple 
shift on 135 days and 
double shift on another 
90 days, the extra depre- 
ciation allowance for 
triple shift working will 
be 135/270, i.e., one- 

half of the normal allow- 
ance and that for double 
shift working 90/270 i.e., 
one-third, of one-half of 
the normal allowance. 

The extra shift allow- 
ance shall not be allowed 
in respect of any item of 
machinery or plant which 
has been speciflcially exce- 
pted by inscription of the 


'APPENDIX — A 


w 


1 


2 


3 


letters “N.E.S.A.” (mean- 
ing ‘‘No Extra Shift 
Allowance”) against it in 
sub-item (ii) above and 
also in respect of the 
following items of mach- 
inery and plant to which 
the general rate of 
depreciation of 10 per 
cent applies — 

(1) Electrical Machinery- 
Switchgcar and instru- 
ments, transformers and 
other stationary plant and 
wiring and fittings of 
electric light and fan 
installations. 

(2) Locomotives, Rolling 
stc k, Tramways and 
Railways used by con- 
cerns, excluding Railway 
concerns. 

(3) Mineral oil concerns — 
Refineries — 

(a) Boilers, 

(b) Prime Movers, 

(c) Process plant. 

(4) Mineral oil concerns — 
Field operations — 

(a) Boilers, 

(b) Prime Movers, 

(c) Process plant, 

(d) Storage tanks (above 
ground), 

(e) Pipelines (above 

ground), 

(f) Jetties and Dry Docks. 

(5) Mines and quarries — 

(a) Boilers and head-gears 
(excluding moving 
parts), 

(b) Shafts and inclines, 

(c) Tramways oh the 
surface. 
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(6) Railway sidings. 

(7) Ropeway structures — 

(a) Trestle and Station 
steel work, 

(b) Driving and tension 
gearing. 

(8) Salt Works — 

(a) Barges and Floating 
Plant, 

(b) Piers, quays and jetties, 

(c) Pipelines for conveying 
brine if constructed of 
masonry, concerete, 
cement, asphalt or 
similar materials. 

(9) Tramways Electric and 
tramways run by internal 
combustion engines — 

(a) Permanent way not 
exceeding 1,25,000 car 
kilometres per kilo- 
metre of track per 
annum. 

(b) Cars — car trucks, car 

bodies, electrical 
equipment and 

motors, 

(c) tram cats including 
engines and gears. 

(10) Weighing machines. 

IV. Ships- 

(1) Ocean going ships 

(2) Vessels ordinarily opera- 
ting on inland waters — 

(i) *Speed boats. 

(ii) Other vessels. 


5 To be calculated on the actual 
cost. 


20 

10 


♦•'Speed boat” mean* a motor boat driven by a high speed Internal combustion 
engine capable of propelling the boat at a speed excesilisg 24 kilometres per hoar in still 
water and so designed that when raining at a speed It will plain, 1 e„ it# hear will rise from 
the water. 




INCOME-TAX ACT 




An Acl to consolidate and amend the law relating to income-tax and 
mper-tax. 

Be it enacted by Parliament in the 1 welftli Year of the Republic of India 
as follows : 


CHAPTER I 

PRELIMINARY 

1. Short title, extent and commencement. — ( I) This Act may be called the 
income-tax Ac, 1961. 

(2) It extends to the whole of India. 

(3) Save as otherwise provided in this Act, it shall come into force on the 
1st day of April, 1962. 

2. Definitions. — In this Act, unless the context otherwise requires, 

(1) “agricultural income” means- 

fa) any rent or revenue derived from land which is used for agricultural 
purposes and is e ther assessed to land revenue in India or is subject to a local 
rate assessed and collected by officers of the Government as such : 

(b) any income derived from such land by— 

(i) agriculture ; or 

(ii) the performance by a cultivator or receiver of rent-in-kind of any 
process ordinarily employed by a cultivator or receiver of rent-in-kind to render 
the produce raised or received by him fit to be taken to market ; or 

(iii) the sale by a cultivator or receiver of rent-in-kind of the produce 
raised or received by him, in respect of which no process has been performed 
other than a process of the nature described in paragraph (ii) of this sub-clause ; 

(c) any income derived from any building owned and occupied by the 
receiver of the rent or revenue of any such land, or occupied by the cultivator or 
the receiver of rent-in-kind, of any land with respect to which, or the produce of 
which, any process mentioned in paragraphs (ii) and (iii) of sub-clause (b) if 
carried on : 

Provided that the building is on or in the immediate vicinity of the land, 
and is a building which the receiver of the rent or revenue or the cultivator, or 
the receiver of rent-in-kind by reason of his connection with the land, requires 
as a dwelling house, or as a store-house, or other-outbuilding ; 

(1A) “amalgamation”, in relation to companies, means, the merger of one 
or more companies with another companv or the merger o? two or more companies 
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to form one company ( the company or companies which so merge being referred 
to as the amalgamating company or companies and the company with which 
they merge or which is formed as a result of the merger, as the amalgamated 
company) in such a manner that — 

(i) all the property of the amalgamating company or companies 
immediately before the amalgamation becomes the property of the amalgamated 
company by virtue of the amalgamation ; 

(ii) all the liabilities of the amalgamating company or companies 
immediately before the amalgamation become the liabilities of the amalgamated 
company by virtue of the amalgamation ; 

(iii) shareholders holding not less than nine-tenths in value of the 
shares in the amalgamating company or companies ( other than shares already 
held therein immediately before the amalgamation by, or by a nominee for, the 
amalgamated company or its subsidiary ) become shareholders of the amalga- 
mated company by virtue of the amalgamation, 

otherwise than as a result of the acquisition of the property of one company 
by another company pursuant to the purchase of such property by the other 
company or as a result of the distribution of such property to the other company 
after the winding up of the first mentioned company ; 

(2) “annual value”, in relation to any property, means its annual value as 
determined under Section 23 ; 

(3) “Appellate Assistant Commissioner” means a person appointed to be 
an Appellate Assistant Commissioner of Income-tax under sub-section (1) of 
Section 117 ; 

(4) “Appellate Tribunal” means the Appellate Tribunal constituted under 
Section 252 ; 

(5) ‘^approved gratuity fund” means a gratuity fund which has been and 
continues to be approved by the Commissioner in accordance with the rules 
contained in Part C of the Fourth Shedule ; 

(6) “approved superannuation fund” means a superannuation fund or any 
part of a superannuation fund which has been and continues to be approved by 
the Commissioner in accordance with the rules contained in Part B of the Fourth 
Schedule ; 

(7) “assessee” means a person by whom any tax or any other sum of 
money is payable under this Act, and includes — 

(a) every person in respect of whom any proceeding under this Act 
has beat taken for the assessment of his income or of the income of any other 
person in respect of which he is assessable, or of the loss sustained by him or by 
such other person, or of the amount of refund due to him or to such other 
person ; 

(b) every person who is deemed to be an assessee under any provision 
of this Act ; 

(c) every person who is deemed to be an assessee in default under any 
provision of this Act ; 

(8) “assessment” includes re-assessment ; 

(9) “assessment year” mean? the period of twelve months commencing on 
the 1st day of April every year ; 

(10) “average rate of income-tax” means the rate arrived at by dividing 
the amount of income-tax calculated on the total income, by such total income ; 

(11) Omitted; 

(12) “Board” means the Central Board of Direct Taxes constituted under 
the Central Board of Revenue Act, 1963 ( 54 of 1963 ) ; 
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(13) “business” includes any trade, commerce or manufacture or any 
adventure or concern in the nature of trade, commerce or manufacture ; 

(14) "capital assets” means property of any kind held by an assessee, whe- 
ther or not connected with his business or profession, but does not include — 

(i) any stock-in-trade, consumable stores or raw material held for the 
purposes of his business or profession ; 

(ii) personal effects, that is to say, movable property ( including wearing 
apparel, jewellery and furniture ) held for personal use by the assessee or any. 
member of his family dependent on him ; 

(iii) agricultural land in India, not being land situate — 

(a) in any area which is comprised within the jurisdiction of a 
municipality (whether known as a municipality, municipal corporation, notified 
area committee, town area committee, town committee, or by any other name ) 
or a cantonment board and which has a population of not less than ten 
thousand according to the last preceding census of which the relevant figures 
have been published before the first day of the previous year ; or 

(b) in any area within such distance, not being more than eight 
kilometres, from the local limits of any municipality or cantonment board 
referred to in item (a), as the Central Government may, having regard to the 
extent of, and scope for, urbanisation of that area and other relevant considera- 
tions, specify in this behalf by notification in the Official Gazette ; 

(ivi 6 J /2 per cent Gold Bonds, 1977, or 7 per cent Gold Bonds, 1980, 
or National Defence Gold Bonds, 1980, issued by the Central Government ; 

(15) “charitable purpose” includes relief of the poor, education, medical 
relief and the advancement of any other object of general public utility not 
involving the carrying on of any activity for profit ; 

(16) “Commissioner” means a person appointed to be a Commissioner of 
Income-tax under sub-section ( 1 ) of Section 117, and includes a person appointed 
to be an Additional Commissioner of Income-tax under that sub-section ; 

(17) “company” means — 

(i) any Indian company, or 

(ii) any association, whether incorporated or not, whether Indian or 
non-Indian, which is or was assessable or was assessed under the Indian Income- 
tax Act, 1922 ( 11 of 1922), as a company for the assessment year commencing 
on the 1st day of April, 1947, or which is declared by general or special order 
of the Board to be a company for the purpose of this Act ; 

(18) “company in which the public are substantially interested” — a 

company is said to be a company in which the public are substantially 
interested — i 

(a) if it is a company owned by the Government or the Reserve Bank 
of India or in which not less than forty per cent of the shares are held ( whether 
singly or taken together) by the Government or the Reserve Bank of India or 
a corporation owned by that bank ; or 

(b) if it is a company which is not a private company as defined in the 
Companies Act, 1956, ( 1 of 1956 ), and the conditions specified either in item 
(A) or in item (B) are fulfilled, namely— 

(A) shares in the company (not being shares entitled to a fixed rate 
of divided whether with or without a further right to participate in profits ) were, 
as on the last day of the relevant previous year, listed in a recognised stock 
exchange in India in accordance with the Securities Contracts ( Regulation ) 
Act, 1956 (42 of 1956) and any rules made thereunder ; 

(B) (i) shares in the company ( not being shares entitled to a fixed 
rate of dividend whether with or without a further right to participate in 
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profits) carrying not less than fifty per cent of the voting power have been 
allotted unconditionally, to. or acquired uncondit'onally by. and were through- 
out the relevant previous year beneficially held by 

(a) the Government, or 

(b) a corporation established by a Central. State or Provincial 

Act, or 

(c) any company to which this clause applies or any subsidiary 
company of such company where such subsidiary company fulfils the conditions 
laid down in clause (b) of Section 108 ( herealter in th.s clause referred to as 
the subsidiary company ). or 

(d) the public (not being a director, or a company to Which this 
clause does not apply); 

(ii) the said shares were, during the relevant previous year, freely 
transferable by the holder to the other members of the public ; and 

(iii) the affairs of the company, or the shares carrying more than fifty 
per cent of its total voting power were at no tune, during the relevant previous 
year, controlled or held by five or less persons. 

Explanation 1. — In computing the number of five or less persons aforesaid,— 

(i) the Government or any corporation established by a Cential, State or 
Provincial Act or a company to which this clause applies or the subsidiary com- 
pany of such company shall not be taken into account, and 

(ii) persons who are relative of one another, and persons who are 
nominees of any other person together w*th that other person, shall be treated 
as a single person. 

Explanation 2. — In its application to an Indian company whose business 
consists mainly in the construction of ships or in the manufacture or processing 
of goods or in mining or in the generation or distribution of electricity or any 
other form of power, item (B) shall have effect as if for the words “not less than 
fifty per cent” and “more than fifty per cent”, the words “not less than forty 
per cent” and “more than sixty per cent” had, respectively, been substituted. 

(19) “co-operative society'* means a co-operative society registered 
under the Co-operative Societies Act, 1912 ( 2 of 1912 ), or under any other 
law for the time being in force in any State for the registration of co-operative 
societies ; 

(20) “director”, “manager” and “managing agent”, in relation to a 
company, have the meanings respectively assigned to them in the Companies 
Act, 1956 (1 of 1956); 

(21) “Director of Inspection” means a person appointed to be a Director 
of Inspection under sub-section (1) of Section 117, and includes a person appoint- 
ed to be an Additional Director of Inspection, a Deputy Director of Inspection 
or an Assistant Director of Inspection ; 

(22) “dividend” includes— 

(a) any distribution by a company of accumulated profits, whether 
capitalised or not, if such distribution entails the release by the company to its 
shareholders of all or any part of the assets oi the company ; 

(b) any distribution to its' shareholders by a company of debentures, 
debenture-stock, or deposit certificates in any form, whether with or without 
interest, and any distribution to its preference shareholders of shares by way 
of bonus, to the extent to which the company, possesses accumulated profits 
whether capitalised or not ; 

(c) any distribution made to the shareholders of a company on its 
liquidation, to the extent to which the distribution is attributable to the 
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accumulated profits of the company immediately before its liquidation, whether 
capitalised or not ; 

(d) any distribution to its shareholders by a company on the reduction 
of its capital, to the extent to which the company possesses accumulated profits 
which arose after the end of the previous year ending next before the 1st day of 
April, 1933, whether such accumulated profits have been capitalised or not ; 

(e) any payment by a company, not being a company in which the 
public are substantially interested, of the sum ( whether as representing a part, 
of the assets of the company or otherwise) by way of advance or loan to a 
shareholder, being a person who has a substantial interest in the company or 
any payment by any such company on behalf, or for the individual benefit, 
of any such shareholder, to the extent to which the company in either case 
possesses accumulated profits ; 

but “dividend” does not include — 

(i) a distribution made in accordance with sub-clause (c) or sub-clause 
(d) in respect of any share issued for full cash consideration, where the holder 
of the share is not entitled in the event of liquidation to participate in the 
surplus assets ; 

(ia) a distribution made in accordance with sub-clause (c) or sub-clause 
(d) in so far as such distribution is attributable to the capitalised profits of the 
company representing bonus shares allotted to its equity shareholders after the 
3 1 si March. 1964; 

(ii) any advance of loan made to a shareholder by a company in the 
ordinary course of its business, where the lending of money is a substantial part 
of the business of the company ; 

(iii) ar.j dividend paid by a company which is set off by the company 

against the whole or any part of any sum previously paid by it and treated as 
dividend within the meaning of sub-clause (e) to the extent to which it is so 
set off. ■ 

Explanation 1. — The expression “accumulated profits”, wherever it occurs 
in this clause, shall not include capital gains arising before the 1st day of April, 
1946. or after the 31st day of March, 1948, and before the 1st day of April, 
1956. 

Explanation 2. — The expression “accumulated profits” in sub-clauses fa), 
(b), (d) and (e), shall include all profits of the company upto the date of distri- 
bution or payment referred to in those sub-clauses, and in sub-clause (c) shall 
include all profits of the company up to the date of liquidation, 

but shall not, where the liquidation is consequent on the compulsory acqui- 
sition of its undertaking by the Government or a corporation owned or controlled 
by the Government under any law for the time being in force, include any 
profits of the company prior to three successive previous years immediately 
preceding the previous year in which such acquisition took {dace. 

(22A) “fair market value”, in relation to a capital asset, means 

(i) the price that the capital asset would ordinarily fetch on sale in 
the open market on the relevant date ; and 

(ii) where the price referred to in sub-clause (i) is not ascertainable, 
such price as may be determined in accordance with the rules made under 
th : s Act ; 

(23) “firm”, “partner” and “partnership” have the meanings respectively 
assigned to them in the Indian Partnership Act, 1932 (9 of 1932); but the 
expression “partner” shall also include any person who, being a minor, has been 
admitted to the benefits of partnership ; 

(24) “income” includes-- 
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(i) profits and gains ; 

(ii) dividend ; 

(iii) the value of any perquisite or profit in lieu of salary taxable under 
clauses (2) and (3) of Section 17 ; 

(iv) the value of any benefit or perquisite, whether convertible into 
money or not, obtained from a company either by a director or by a person 
who has a substantial interest in the company, or by a relative of the director 
or such person, and any sum paid by any such company in respect of any 
obligation which, but for such payment, would have been payable by the director 
or other person aforesaid ; 

(v) any sum chargeable to income-tax under clauses (ii) and (iii) of 
Section 28 or Section 41 or Section 59 ; 

(va) the value of any benefit or perquisite taxable under clause (iv) of 
Section 28 ; 

(vi) any capital gains chargeable under Section 45 ; 

(vii) the profits and gains of any business of insurance carried on by 
a mutual insurance company or by a co-operative society, computed in accord- 
ance w : th Section 44 or any surplus taken to be such profits and gains by virtue 
of provisions contained in the First Schedule ; 

(viii) any annuity due or commuted value of any annuity paid under 
the provisions of Section 280D : 

(25) "Income-tax Officer" means a person appointed to be an Income-tax 
Officer under Section 117; 

(25A) "India” shall be deemed to include the Union territories of Dadra 
and Nagar Haveli. Goa. Daman and Diu. and Pondicherry, 

(a) as respects any period for the purposes of Section 6 ; and 

(b) as respects any period included in the previous year, for the pur- 
poses of making any assessment for the asse.ssment year commencing on the 1st 
day of April, 1963, or for any subsequent year ; 

(26) “Indian company” means a company formed and registered under 
the Companies Act, 1956 ( 1 of 1956), and includes — 

(i) a company formed and registered under any law relating to com- 
panies formerly in force in any part of India [other than the State of Jammu 
and Kashmir and the Union territories specified in sub-clause (iii) of this clause] : 

(ii) in the case of the State of Jammu and Kashmir, a company formed 
and registered under any law for the time being in force in that State ; 

Provided that the registered office of the company in all cases is in 
India •; 

(iii) in the case of any of the union territories of Dadra and Nagar 
Haveli, Goa, Daman and Diu, and Pondicherry, a company formed and 
registered under any law for the time being in force in that Union territory : 

(27) “Inspecting Assistant Commissioner” means a person appointed to 
be an Inspecting Assistant Commissioner of Income-tax under sub-section (1) 
of Section 117; 

(28) “Inspector of Income-tax” means a person appointed to be an 
Inspector of Income-tax under sub-section (2) of Section 117 ; 

(29) “legal representative”' has the meaning assigned to it in clause (11) 
of Section 2 of the Code of Civil Procedure, 1908 ( 5 of 1908 ) ; 

(30) “non-resident” means a person who is not a “resident” and for the 
purposes of Sections 92, 93 and 168, includes a person who is not ordinarily 
resident within the meaning of sub-section (6) of Section 6 ; 

(31) “person” includes — 

(i) an individual, , 



(ii) a Hindu undivided family, 

(iii) a company, 

(iv) a firm, 

(v) an association of person', or a body of individuals, whether incor- 
porated or not, 

(vi) a local authority, and 

(vii) every artificial jurid cal person, not falling within any of the 
preceding sub-clauses ; 

(32) “person who has a substantial interest in the company”, means a 
person who is the beneficial owner of shares, not be.ng shares entitled to a fixed 
rate of dividend whether w.th or without a right to participate in profits, carrying 
not less than twenty per cent of the voting power ; 

(33) “prescribed" means prescribed by rules made under this Act; 

(34) “prev.ous year” means the previous year as defined in Section 3; 

(35) “principal officer”, used with reterence to a local authority or a com- 
pany or any other public body or any association ot persons or any body of 
individuals, means — 

(a) the secretary, treasurer, manager or agent of the authority, company, 
association or body, or 

<h) any person connected with the management or administration of 
the local .minority, company, assoc a non or body upon whom the Income-tax 
Officer has seived a notice of his intention of treating him as the print. pal officer 
thereof ; 

(36) “profession” includes vocation ; 

(37) “public servant" has the same meaning as in Section 21 ol the Indian 
Penal Code, 1860 (45 of I860); 

(37A) “rate or rates in force” or “rales in force”, in relation to an assess- 
ment year or tinanc.al year, mean — 

(i) for the purposes of calculating income-tax under the first proviso 
to sub-section (5) ot Section 132, or computing the income-tax chargeable under 
sub-section (4) of Section 172 or sub-section (2) ot Section 174 or Section 175 or 
sub-section (2) of Section 1 76 or deducting income-tax under Section 192 from 
income chargeable under the head "salaries ’ or sub-section (9) of Section 80E 
from any payment referred to therein or computation of the "advance-tax” 
payable under Chapter XVII-C, the rate or rates of income-tax specified in 
this behalf in the Finance Act of the relevant year ; 

(ii) for the purposes of deduction of tax under Sections 193, 194, 194A 
and 195, the rate or rates ol income-tax specified in this behalf in the Finance 
Act of the relevant year ; 

(38) “recognised provident fund” means a provident fund which has been 
and continues to be recognised by the Commissioner in accordance with the 
rules contained in Part A of the Fourth Schedule, and includes a provident 
fund established under a scheme framed under the Employees' Provident Funds 
Act, 1952 ( 19 of 1952 ) ; 

(39) “registered firm” means a firm registered under the provisions of 
clause (a) of sub-section (1) of Section 185 or under that provision read with 
sub-section (7) of Section 184 ; 

(40) “regular assessment” means the assessment made under Section 143 
or Section 144 ; 

(41) “relative” in relation to an individual, means the husband, wife, 
brother or sister or any ascendant or descendant of that individual : 

(42) “resident” means a person who is resident in India within the mean- 
ing of Section 6 ; 

n-2 
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(42A) “short-term capital asset means a capital asset held by an 
assessee lor not more than twenty-four months immediately preceding the date 
of its transfer, 

but does not include a capital asset, being a certificate issued by an 
authorised dealer as defined in clause (ai) of Section 2 of the Foreign Exchange 
Regulation Act, 1947, as evidence of the remittance of foreign currency or other 
foreign exchange [as defined respectively in clause (c) and clause (d) of the 
said sectionj 10 India from a country outside India in accordance with the 
pro.vs.ons of me said Act and any rules made thereunder, during the period 
commencing on the 26th day oi' October, 1965 and ending on the 28th day of 
February, 1966, or such laterxlate as the Central Government may, by notifica- 
tion in the Official Gazette, specify in this behalf, notwithstanding that such 
capital asset has been held by the assessee for not more than twenty-four months 
immediately preceding the date of its transfer. 

Explanation. — (i) In determining the period for which any capital asset is 
held by the assessee — 

(a) in the case of a share held in a company in liquidation, there shall 
be excluded the period subsequent to the date on which the company goes into 
liquidation ; 

(b) in the case of a capital asset which becomes the property of the 
assessee in the circumstances mentioned in subjection (I) of Section 49, there 
shall be included the period lor whicli the asset was held by the previous owner 
referred to in the said section ; 

(c) in the case oi a capital asset be mg a share or shares in an Indian 
company, which becomes the properly of the assessee in consideration of a 
transfer referred to in clause (vii) of Section 47, there shall be included the 
period for which the share or shares in the amalgamating company were held 
by the assessee. 

(ii) In respect of capital assets other than those mentioned in clause 
(i), the period for which any capital asset in held by the assessee shall be deter- 
mined subject to any rules which the Board may make in this behalf. 

(43) "tax” in relation to the assessment yeat commencing on the 1st day 
of April, 1965, and any subsequent assessment year means income-tax charge- 
able under the provisions of tins Act, and in relation to any other assessment 
year income-tax and super-tax chargeable under the provisions of this Act prior 
to the aforesaid date ; 

(43A) ‘tax credit certificate"’ means a tax credit certificate granted to 
any person in accordance with the provisions oi Chapter XXI1B and any 
scheme made thereunder : 

(44) “Tax Recovery Officer” means — 

(i) a Collector or an additional Collector ; 

(ii) any such officer empowered to effect recovery of arrears of land 
revenue or other public demand under any law relating to land revenue or other 
public demand for the time being in force in the State as may be authorised by 
the State Government by general or special notification in the Official Gazette, 
to exercise the powers of a Tax Recovery Officer ; 

(iii) any Gazetted Officer of the Central or a State Government who 
may be authorised by the Central Government by general or special notification 
in the Official Gazette, to exercise the powers of a Tax Recovery Officer ; 

(45) “total income” means the total amount of income referred to in 
Section 5. computed in the manner laid down in this Act ; 



(46) Omitted ; 

(47) ^ transfer , in relation to a capital asset, includes the sale, exchange 
or relinquishment of the asset or the ext’nguishment of anv rights therein or 
the compulsory acquisition thereof under any law ; 

(48) unregistered firm” means a firm which is not a registered firm. 

3. “Previous year” defined. — (1) For the purpose of this Act, ‘previous 
year” means — 

(a) the financial year immediately preced'ng the assessment year ; or 

(h) if the accounts of the assessee, have been made up to a date within 
the said financial year, then, at the option of the assessee, the twelve months 
ending on such date ; or 

(c) in the case of any person or business or class of persons or business 

not falling within clause (a) or clause (b), such period as may be determined 
by the Board or by any authority authorised bv the Board in this behalf ; or 

(d) in the case of a business or profession newly set up in the said 

financial year, the period beginning with the date of (he setting up of the 
business or profession and — 

(i) ending with the said financial year ; or 

if the accounts o f the assessee have been made up to a date 

within the said financial year, then, at the option of the assessee, ending on 

that date, or 

(iii) ending with the period, if any, determined under clause (c>, as 
the case may be , or 

(e) in the case of a business or profession newly set up in the twelve 
months immediately preceding the said financial year — 

(i) if the accounts of the assessee have been made up to a date within 
the said financial year and the period from the date of the setting up of the 
business or profession to such d.itc does not exceed twelve months, then at 
the option of the assessee such period, or 

(ii) if any period has been determined under clause (cl. then the 
period beginning with the date of the setting up of the business or profession 
and ending with that period, 

as the case may be ; or 

(f) where the assessee is a partner in a firm and the firm has been 
assessed as such, then, in respect of the assessee’s share in the income of the 
firm, the period determined as the previous year for the assessment of the 
income of the firm ; or 

(g) in respect of profits and gains from life insurance business, the year 
immediately preceding the assessment year for which annual accounts are 
required to be prepared under the Insurance Act. 1938 ( 4 of 1938). or under 
that Act read with Section 43 of the Life Insurance Corporation Act, 1956 (31 
of 1956). 

(2) Where an assessee has newly set up a business or profession in the 
said financial year and his accounts are made up to a date in the assessment 
year in respect of a period not exceeding twelve months from the date of such 
setting up, then, notwithstanding anything contained in sub-clause (iii) of clause 
(d) of sub-section (1), the assessee shall, in respect of that business or profes- 
sion, at his option, be deemed to have no previous year for the said assessment 



year under that clause and such option shall in relation to the immediately 
succeeding assessment year, have effect as an option exercised under sub-clause 
(i) of clause (e) of sub-section (1). 

(3) Subject to the other provisions of this section an assessec may have 
different previous years in respect of separate sources of his income. 

(4) Where in respect of a particular source of income or in respect of a 
bus’ ness or profession newly set up the assessce has once exercised the option 
under clause (b) or sub-clause (ii) of clause (tl) or sub-clause («) of clause (e> of 
sub-section (1) or has once been assessed then, he shall not, in respect of that 
source, or, as the case may be. business or profession, be entitled to vary the 
meaning of the expression ‘previous year” as then applicable to him except 
with the consent of the Income-tax Officer and upon such conditions as the 
Income-tax Officer may think fit to impose. 


CHAPTER IT 
BASIS OF CHARGE 

4. Charge of Income-tax. — (1) Where any Central Act enacts that income- 
tax shall be charged for any assessment year at any rate or rates, income-tax 
at that rate or those rates shall be charged for that year in accordance with, 
and subject to the provisions of, this Act in respect of the total income of the 
previous year or previous years, as the case may be, of every person : 

Provided that where by virtue of any provision of this income-tax 
is to be charged in respect of the income of a period other than the previous 
year, income-tax shall be charged accordingly. 

(21 In respect of income chargeable under sub-section (!> income-tax shall 
be deducted at the source or paid in advance where it is so deductible or payable 
under any provision of this act. 

5. Scope of total income,— (1) Subject to the provisions of this Act. the 
total income of any previous year of a person who is a resident includes all 
income from whatever source derived which — 

(a) is received or is deemed to be received in India in such year by or 
on behalf of such person ; or 

(b) accrues or arises or is deemed to accrue or arise to him in India 
during such year ; or 

(c) accrues to him outside Tndia during such year ; 

Provided that, in the case of a person not ordinarily resident in India within 
the meaning of sub-section (6) 6f Section 6, the income which accrues or arises 
to him outside India shall not be so included unless it is derived from a business 
controlled in or a professsion set up in India. 

(2) Subject to the provisions of this Act, the total income of any previous 
year of a person who is non-resident includes all income from whatever source 
derived which — 



(a) is received or is deemed to be received in Tndia in such year 
by or on behalf of such person ; or 

(b) accrues or arises or is deemed to accrue or arise to him in Tndia 
during such year. 

Explanation I. — Income accruing or arising outside India shall not be 
deemed to be received in India within the meaning of this section by reason 
only of the fact that it is taken into account in a balance-sheet prepared in 
Tndia. 

Explanation 2. — For the removal of doubts, it is hereby declared that in- 
come which has been included in the total income of a person on the basis 
that is has accrued or arisen or is deemed to have accrued or arisen to him shall 
not again be so included on the basis that it is received or deemed to be received 
by him in Tndia. 

6. Residence in India. — For the purposes of th : s Act-- 

(1) an individual is said to be resident in India in ;tnv previous vear, 
if he— 

fa) is in Tndia in that year for a period or perods amounting in all 
to one hundred and eighty-two day* or more ; or 

fb) maintains or causes to be maintained for him a dwelling place n 
In'!.. i : i i period or periods amounting in all to one hundred and eighty-tv o 
days or muie in that year and has been in India for thirty days or more in that 
vear : or 

(c> having within the four years preceding that year been in Tndia for 
a period or periods amounting in all to three hundred and sixtv-five daw 
or more, is in Tndia for a period or periods amounting in all to sixty dav>- or 
more in that year. 

(2) A Hindu undivided family, firm or other association of persons is 
said to be resident in Ind'a in any previous vear in everv case except where 
during that vear the control a .d management of its affairs is situated wholly 
< utsidc Tndia. 

(3) A company is said to be resident in Tndia in any previous year, if- - 

fi) it is an Indian company ; or 

fii) during that year, the control and management o' its affairs is situated 
wholly in Tndia. 

(4) Every other person is said to be resident in Tndia in anv previous 
vear in every case, except where during that year the control and management 
of his affairs is situated wholly outside India. 

(5) Tf a person is resident in Tndia in a previous year relevant to an 
assessment year in respect of any source of income, he shall be deemed to be 
resident in Tndia in the previous year relevant to the assessment year in respect 
of each his other sources of income. 

(6) A person is said to be not “ordinarily resident” in Tndia in any pre- 
vious year if such person is — 

(a) an individual who has not been resident in Tndia in nine out of the 
ten previous years preceding that year, or has not during the seven previous 
years preceding that year been in Tndia^for a period of, or periods amounting 
in all to, seven hundred and thirty days or more ; or 

(b) a Hindu undivided family whose manager has not been resident 



ill India in nine out of the ten previous years preceding that year, or has 
not during the seven previous years preceding that year been in India lor 
a period of, or periods amounting in all to, seven hundred and thirty days 
or more. 

7. Income deemed to be received. — The following incomes shall W 
deemed to be received in the previous year : — 

(f> the annual accretion in the previous year to the balance at the credit 
of an emplovee participating in a recognised provident fund, to the extent pro- 
vided in Rule 6 of Part A of the Fourth Schedule : 

fii) the transferred balance in a recognised provident fund to the extent 
provided in sub-rule (4) of Rule H of Part A of the Fourth Schedule. 

8. Dividend income. — For the purposes of incli»s : on in the total income 
of an assessee. 

fa) anv dividend declared bv a company or distributed nr mid bv it 
iv jf bin the men nine of sub-clause fa'* or sub-clause fb) nr sub-chi use (r) or 
sub-clause (d> or sub-clause fe) of clause f22> of Sect : on 2 shall be deemed tn 
be the income of the previous year in which it so declared, distribut'd 
or paid, as the case may be ; 

fb) any interim dividend shall be deemed to be the income of the 
previous year in wh : ch the amount of such dividend in unconditionally made 
available bv the company to the member who ; s entitled to it. 

9. Income deemed fo accrue or arise in India, -fl) The followin'* income 
shall be deemed to accrue or arise in Tndia — 

fi) all incomes accruing or arising, whether directly or mdireedv. 
through or from anv business connection in Tndia or through or from anv asset 
or source of income in Tndia, or through or from anv monev lent at interest and 
brought into Tnd : a in cadi or m kind or through the transfer of a rnn :, nl asset 
situate in Tndia : 

FTnlftnation.— For the purposes of this clause — 

frA in the case of a bus : ness of which all the operations arc not carded 
put m Tndia. tbc income of the business deemed under Th’s clause to aru-"' 
or arise in Tndia shall be onlv such part of the income as is reasonably atfrJbut 
able to the operations carried out in Tnd»a 

fb) ir the case of a non-resident, no income shall be deemed fo a corne 
or arse m Tndia to him through or from operations which arc confined to -the 
purchase of goods m Tndia for the purpose of export ; 

fid income which falls under the head “Salaries”, if : t is onrn^d !r 

Tndia : 

fiii) income chargeable under the head “Salaries” payable bv i** 
Government to a cui^en of Tndia for serv ; ce outside Tndia : 

fiv) a dividend paid by an Tndian company outside Tndia : 

f2) Notwithstanding anything contained in sub-sect : on fl), anv pension 
payable outside Tndia to a person residing permanently outside Tnd : a shall 
not be deemed to accrue or arise in Tndia, if the pension is payable to a person 
referred to in article 314 of the Constitution or to a person who, having been 
appointed before the 15th day of August, 1947, to be a Judge of the Federal 
Court or of a High Court, within the meaning of the Government of Tndia Act, 
1935. continues to serve on or after the commencement of the Constitution as 
a Judge in Tndia. 



CHAPTER III 


INCOMES WHICH DO NOT FORM PART OF TOTAL INCOME 

*/10. Incomes not included m total income.— in computing the total income 
ol a previous year ol any peison, any income Jailing vviilim any o. Lie lolioumg 
Clauses shall not be included - 

(0 agricultural income ; 

any sum received by an mcliviojui as a memooi oi a iiinuu unu.viaed 
la nuly, where such sum has been pad out oi the jiui.mc ol me ...irniy, oi, in 
Lie case oi any unpaitibie esiaie, wncre such sum has been pau uui ui the 
income ol the estate belonging <o the lannly ; 

(3) any receipts which aie oi a casual and non-iceumng naiure, umess 
iney are — 

Ml capital gains, chaigcabie undu the provisions oi ^cci on 45 ; oi 

(ii) receipts ans.ng Item business or the CAciuse ol a proiession oi 

i , or 

(in) leceipts by way of addition to the remuneration ul an employee . 

(4) in the case of a non-resident, any income trom interest on such 
secuuhes as ihe Cential Government may, b^ notilicauon in the Official Gazette, 
speedy in tin. behalf, or any mcome irom mteiest on, oi irom pemmum on the 
ledemphun oi, any bonds issued by the Central Government unaei a lorn) agiee- 
ment between the Central Government and the International Bank tor 
Reconstruction and Development or under a loan agieement between the 
Cential Government and tne Development Loan i und oi the United Slates of 
Amcuca or any mdustiial undei taking oi ti. uncial corporation m India undei 
a loan agieement with the saa. Bank or 1 uiui, as case uuy be, which is 
guarantceo by the Central Government ; 

(4A) in the case ol a non-resident, any income Irom interest on moneys 
standing to h.s credit m a Non-icsident (External) Account in any bank m 
India in accordance whn the toreign Exchange Regulation Act, 194/, and any 
i ules made thereunder ; 

(5) subject to such conditions as the Central (government may prescribe, 
the value oi any travel concession or assistance received by or due to any person, 
being a citizen of India, from his employer for himself, Ins wife and children, in 
connection with his proceeding on leave to his home-district m India ; 

(o) in the case of an indiv.dual who is not a citizen of India, — 

(j> subject to such conditions as the Cential Government may piescribe, 
passage moneys or the value of any free or concessional passage received by 
or due to such individual from his employer for h.mself, his wife and children, 
in connection with his proceeding on home leave out of India ; 

(ii) the remuneration received by him as ambassador, high commissioner, 
envoy, minister, charge d‘ affairs commissioner, counsellor or the secretary, 
adviser Or attache of an embassy, high commission, legation or commission of a 
foreign State, for service in such capacity ; 

(iii) the remuneration received by him as a consul dc camerc, whetb' 
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called a consul-general, consul, vice-consul, consular agent, pro-consul or by 
any other name, of a foreign State for service in such capacity ; 

(iv) the remuneration received by h.m as a trade commissioner or 
other official representative in India of the Government of a foreign Stale ( not 
holding office as such in an honorary capacity), if the remuneration of the 
corresponding officials, if any, ot the Government resident for similar purpose in 
the country concerned enjoys a similar exemption in that country ; 

(v) the remuneration received by h.m as a member of the stall' of the 
officials referred to in clause (ii)^ clause (ii.), or clause (iv), if the member — 

(a) is a subject of the country represented ; 

(b) is not engaged in any business or ptofession or employment in 
India otherwise than as a member of such staff ; and further, where the indi- 
vidual is a member of the staff of any official relerred to m clause (iv), it ttie 
country represented has made corresponding provisions for similar exemptions 
in the case of members of the staff of the coriesponding officials oi the 
Government ; 

(vi) the remuneration received by him as an employee ol a foreign 
enterprise for services rendered by him during his slay in India, provided the 
following conditions are fulfilled - 

(a) the foreign enterprise is nut engaged in any tiade or business m 

India ; 

(b) his stay in India does not exceed in the aggregate a period of 
ninety days in such previous year : and 

(c) such remuneration is not liable to be deducted from the income ol 
the employer chargeable under this Act ; 

•v(\;ti) the remuneration due to or received by him chargeable under the 
head "Salaries’ tor services tendered as a technician in the employment of the 
Government or of a local authority or ol any coiporauon set up undei any 
special law or in business carried on in India, if he was not resident in any 
ol the four financial years immediately piecedmg the iinancial year in whitn 
he arrived in India to the extent mentioned below — 

(a) where his contract of service is approved by the Central Govern- 
ment before the commencement of his service or within one year of such com- 
mencement ; 

(i) in the case of a technician who has special knowledge and 
experience in industrial or bus.ness management techniques, such remuneration 
due to or received by him during the period of six months commencing from 
the date ol his arrival in India ; 

(ii) in the case of any other technician, such remuneration due to 
ot received by him during the thirty-six months commencing from the date of 
his arrival in India, and where any such person continues with the approval of 
the Central Government obtained -before the 1st day of October of the relevant 
assessment year to remain in employment in India after the expiry of the 
thirty-six months aforesaid and the tax on his income chargeable under the head 
“Salaries” is paid by the employer to the Central Government [which tax in the 
case of an employer being a company may be' paid notwithstanding anything 
contained in Section 200 of the Companies Act, 1956 ( 1 of 1956)], the tax so 
paid by the employer for a period not exceeding sixty months following the 
expiry of the thirty-six months aforesaid ; 
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(b) in any other case, not being the case of a technician who has 
special knowledge and experience in industrial or business management techni- 
ques, such remuneration due to or received by him for the period of three 
hundred and sixty-five days in all commencing from the date of his arrival in 
India. 

Expl a n ation. * Technician’' means a person having specialised knowledge 
and experience in — 

(i) construction or manufacturing operations, or in mining or in the 
generation or distribution of electricity or any other form of power, or 

(ii) industrial or business management techniques : 

who isi employed in India in a capacity in which such specialised knowledge 
and experience are actually utilised. 

(viii > any income chargeable under the head “Salaries” received by or 
due to any such individual being a non-resident as remuneration for services 
rendered in connection with his employment on a ioreign ship where his total 
stay in India does not exceed in the aggregate a period of ninety days in the 
previous year; 

(ix) any income chargeable under the head “Salaries” received by or 
due to him during the thirty-six months commencing from the date of his 
arrival in India for service rendered as professor or other teacher in a 
University or other educational institution, and where any such individual 
continues to remain in employment in India after the expiry of the thirty- 
six months aforesaid and the tax on his income dmrgeable under the head 
“Salaries” Is paid by the University or other educational institution concerned 
to the Central Government, the tax so paid for a period not exceeding twenty- 
four months following the expiry of the thirty-six months aforesaid, provided 
in either case the following conditions are fulfilled namely — 

(i) such individual was not resident in any of the four financial years 
immediately preceding the financial year in which he arrived in India ; and 

(ii) his contract of service is approved by the Central Government — 

(a) on or before the 1st day of October, 1964, in the case of a 
professor or other teacher whose service commenced before the 1st day of April, 
1964; 

(b) before the commencement of his service or within one year of 
such commencement, in any other case ; 

(x) any sum due to or received by him, during the twenty-four months 
commencing from the date of his arrival in India for undertaking any research 
work in India, provided the following conditions are fulfilled, namely : — 

(a) the research work is undertaken in connection with a research 
scheme approved in this behalf by the Central Government on or before the 
1st day of October of the relevant assessment year ; and 

(b) such _sum is payable or paid directly or indirectly by the 
Government of a forei gn State or any institution or association or other body 
established outside India ; 

(jy any allowances or perquisites paid or allowed as such outside India 
by the Government to a citizen of India for rendering service outside India ; 

(8) in the case of an individual who is assigned to duties in India in 
connection with any co-operative technical assistance programmes and project 

n— 3 
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in accordance with an agreement entered into by the Central Government 
and the Government of a foreign State ( the terms whereof provide for the 
exemption given by this clause ) — 

(a) the remuneration received by him directly or indirectly from the 
Government of that foreign State for such duties, and 

(b) any other income of such individual which accrues or arises 
outside India, and is not deemed do accrue or arise in India, in respect of which 
such individual is required to pay any income or social security tax to the 
Government of that foreign State ; 

(9) the income of any mfcmber of the family of any such individual as is 
referred to in clause (8) accompanying him to India, which accrues or arises 
outside India, and is not deemed to accrue or arise in India, in respect of 
which such member is required to pay any income or social security tax to 
the Government of that foreign State ; 

■v. (10) any death-cam-retirement gratuity received under the revised 
Pension Rules of the Central Government or under any similar scheme of 
a State Government, a local authority or a corporation established by a 
Central, State or Provincial Act or any payment of retiring gratuity received 
after the first day of June, 1953, under the New Pension Code applicable to the 
member of the Defence Services, or any other gratuity not exceeding one-half 
month’s salary for each year of completed service, calculated on the basis of the 
average salary for the three years immediately preceding the year in which 
the gratuity is paid, subject to a maximum of twenty-four thousand rupees or 
fifte en, month’s salary so calculated, whichever is less ; 

(10A) (i) any payment in commutation of pension received under the 
Civil Pensions ( Commutation ) Rules of the Central Government or under any 
similar scheme applicable to the members of the Defence Services or to the 
employees of a State Government, a local authority or a corporation established 
by a Central, State of Provincial Act ; 

(ii) any payment in commutation of pension received under any scheme 
of any other employer, to the extent it does not exceed — 

(a) in a case where the employee receives any gratuity, the com> 
muted value of one-third of the pension which he is normally entitled to 
receive, and 

(b) in any other case, the commuted value of one-half of such 
pension, such commuted value being determined having regard to the age of 
the recipient, the state of his health, the rate of interest and officially recognised 
tables of mortality ; 

Provided that the maximum limit of payment specified in sub-clause (ii) (a) 
or sub-clause (ii) (b) shall not apply in respect of any such payment made 
before the 19th day of August, 1965 ; 

X(fl) any payment from provident fund to which the Provident Funds Act, 
1925 ( 19 of 1925 ) applies or from any other provident fund set up by the 
Central Government and notified by it in this behalf in the Official Gazette ; 

% ftl) the accumulated balance due and becoming payable to an employee 
participating in a recognised provident fund, to the extent provided in Rule 8 
of Part A of the Fourth Schedule ; 

(13) any payment from an approved superannuation fund made— 

(i) on the death of a beneficiary ; or 



(ii) to an employee in lieu of or in commutation of an annuity on his 
retirement at or after a specified age or on his becoming incapacitated prior to 
such retirement ; or 

(iii) by way of refund of contribution on the death of beneficiary ; or 

(iv) by way of refund of contributions to an employee on his leaving 
the service in connection with which the fund is established otherwise than by 
retirement at or after a specified age or on his becoming incapacitated prior to 
such retirement, to the extent to which such payment does not exceed the 
contributions made prior to the commencement of this Act and any interest 
thereon ; 

(13A) any special allowance specifically granted to an assessee by his 
employer to meet expenditure actually incurred on payment of rent (by what- 
ever name called ) in respect of residential accommodation occupied by the 
assessee, to such extent ( not exceeding three hundred rupees per month ) as 
may be prescribed having regard to the area or place in which such accommo- 
dation is situate and other relevant considerations ; 

(14) any special allowance or benefit, not being in the nature of an 

entertainment allowance or other perquisite within the meaning of clause (2) of 
Section 17, specifically granted to meet expenses wholly, necessarily and 
exc’uM-< h incurred in the performance of the duties of an office or employment 
ol profit, to the extent to which such expenses are actually incurred for that 
purpose ; , 

(15) (i) monthly payment on the 15 Year Annuity Certificates issued 
by or under ,<ie authority of the Central Government or such other annuity 
certificates issued by or under the authority of that Government may, by notifi- 
cation in the Official Gazette, specify in this behalf, to the extent to which 
the amounts of the certificates do not exceed in each case the maximum amount 
which is permitted to be invested therein : 

(ia) annual payment on National Defence Gold Bonds, 1980; 

(ii) interest on Treasury Savings Deposit Certificates, Post Office 
Cash Certificates, Post Office National Savings Certificates, National Plan Certi- 
ficates, Twelve Year National Plan Savings Certificates and such other certi- 
ficates issued by the Central Government as that Government may, by noti- 
fication in the Official Gazette, specify in this behalf, and interest on deposits in 
Post Office Savings Banks and bonus in respect of deposits under the Post Office 
Savings Bank (Cumulative Time Deposits'' Rules, 1959, to the extent to which 
the amounts of such certificates or deposits do not exceed in each case the 
maximum amount which is permitted to be invested or deposited therein ; 

(iia) interest on fixed deposits under anv scheme framed by Central 
Government and notified by it in this behalf in the Official Gazette, to the 
extent to which the amounts of such deposits do not exceed, in each case, the 
maximum amount which is permitted to be deposited therein. 

(iii) interest on securities held by the Issue Department of the Central 
Bank of Ceylon constituted under the Ceylon Monetary Law Act, 1949 : 

(iv) interest payable- 

fa) by Government or a local authority on moneys borrowed by it 
from sources outside India ; 

(b) by an industrial undertaking in India on moneys, /borrowed bv 
it under a I6an agreement entered into with any such tyanci^L institution in a 
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foreign country as may be approved in th's behalf by the Central Government 
by general or special order ; 

(c) by an industrial undertaking in India on any moneys borrowed 
or debt incurred by it in a foreign country in respect of the purchase outside 
Ind ; a of raw materials or capital plant and machinery ; 

to the extent to which such interest does not exceed the amount of interest 
calculated at the rate approved by the Central Government in this behalf, 
having regard to the terms of the loan or debt and its payment ; 

(16) scholarships, granted to meet the cost of education ; 

(17) any daily allowance deceived by any person by reason of his 
membership of Parliament or any State Legislature or of any Committee 
thereof ; 

(18) any payment made, whether in cash or in kind, by the Central 
Government or any State Government in pursuance of gallantry awards insti- 
tuted or approved by the Central Government : 

(19) any amount received by the Ruler of an Indian State as privy purse 
under article 291 of the Constitution : 

(20) the income of a local authority which is chargeable under the head 
“Interest on securities”, “Income from house property”. “Capital gains” or 
“Income from other sources” or from a trade or business carried on by it 
which accrues or arises from the supply of a commodity or service within its 
own jurisdictional area ; 

(20A) any income of an authority constituted in India by or under any 
law enacted either for the purpose of dealing with and satisfying the need for 
housing accommodation or for the purpose of planning development or im- 
provement of cities, towns and villages, or for both ; 

(21) any income of a scientific research association for the time being 
approved for the purpose of clause (ii) of sub-section (P of Section 25 which is 
applied solely to the purpose of the association : 

(22) any income of a University or other educational institution, existing 
solely for educational purposes and not for purposes of profit : 

(22A) any income of a hospital or other institution for the reception 
and treatment of persons suffering from illness or mental defectiveness or for 
the recept'on and treatment of persons during convalescence or of persons 
requiring medical attention or rehabilitation, existing solely for philanthropic 
purposes and not for purposes of profit. 

i 

(23) any income of an association or institution established in India 
having as its object the control, supervision, regulation or encouragement in 
India of the games of cricket, hockey, football, tennis or such other games or 
sports as the Central Government may specify in this behalf from time to time 
by notification in the Official Gazette ; 

Provided that — 

(i) the association or institution applies its income, or accumulates it 
for application, solely to the objects for which it is established ; 

(ii) no part of the income of the association or institution is distribu- 
ted in any manner to its members except as grants to any association or institu- 
tion affiliated to it ; and 

(iii) the association or institution is, for the time being, approved for 
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the purpose of this clause by the Central Government by general or special 
order ; 

(23A) any income ( other than income chargeable under the head “Interest 
on securities” or “Income from house property” or any income received for 
rendering any specific services or by way of interest or dividends derived from 
its investments) of an association established in India having as its objects 
the control, supervision, regulation or encouragement of the profession of law, 
medicine, accountancy, engineering or architecture or such other profession as 
the Central Government may specify in this behalf, from lime to time, by notifi- 
cation in the Official Gazette ; 

Provided that — 

(i) the association or institution applies its income, or accumulates it 
for application, solely to the objects for which it is established : and 

(ii) the association or institution is for time being approved for 
the purpose of this clause by the Central Government by genera! or special 
order ; 

(24) any income chargeable under the head “Interest on securities”, 
“Income from house property” and “Income from other sources” o c a registered 
trade union within the meaning of the Indian Trade Union Act, 1926 ( 16 of 
1926), formed primarily for the purpose of regulating the relations between 
wort. !'>')’ and employers or between workmen and workmen : 

(25) (<) interest on securities which are held hv, or are the property of 
any provident fund to which the Provident Funds Act, 1925 (19 of 1925), 
applies and any capital gains of the fund arising from the sale exchange or 
trans r er of such securities ; 

(ii) any income received by the trustees on behalf of a recognised 
provident fund ; 

(iii) any income received by the trustees on behalf of an approved 
superannuation fund ; 

(26) in the case of a member of a Scheduled Tribe as defined in clause 
(25) of article 366 of the Constitution. res : dine in anv area specified in Part A or 
Part R of the Table appended to paragraph 20 of the Sixth Schedule to the 
Constitution or in the State of Nagaland or in the Union Territories of Manipur 
and Tripura, who is not in the service of Government, 

any income which accrues or arises to him, 

(a) from any source in the area. State or Union Territories aforesaid, or 

(b) by way of dividend or interest on securities ; 

(26A) any income accruing or arising to any person ( not being an indivi- 
dual who is in the service of Government) from any source in the district of 
Ladakh or outside India in any previous venr relevant to any assessment year 
commencing before the 1st day of April. 1970, where such person is resident in 
the said district in that previous year : 

Provided that this clause shall not apply in the case of any such person 
unless he was resident in that district in the previous vear relevant to the 
assessment year commencing on the 1st day of April, 1963 ; 

E xplana tion, — For the purposes of this clause, a person shall be deemed 
to be resident in the district of Ladakh if he fulfils the requirements of sub- 
section (1) or sub-section (2) or sub-section (3) or sub-section (4) of Section 6, 
as the case may be, subject to the modifications that — 
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(i) references in those sub-sections to India shall be construed as refer- 
ences to the said district ; and 

(*i) in clause (i) of sub-section (3) reference to Indian Company shall 
be construed as reference to a company formed and registered under any law for 
the time being in force in the State of Jammu and Kashmir and having its 
registered office in that district in that year. 

(27) any income derived from a business of livestock breeding, poultry or 
dairy farming. 

(28) any amount adjusted or paid in respect of a tax credit certificate 
under the provisions of Chapter XXIIB and any scheme made thereunder. 

(29) in the case of an authority constituted under any law for the time 
being in force for the marketing of commodities, any income derived from the 
letting of godowns or warehouses for storage, processing or facilitating the 
marketing of commodities. 

tl. Income from property held for charitable or religions purposes. — 

(1) Subject to the provision of Sections 60 to 63, the following income 
shall not be included in the total income of the previous year of the person in 
receipt of the income — 

(a) income derived from property held under trust wholly for charitable 
or religious purpose, to the extent to which such income is applied to such 
purposes in Tndia ; and. where any such income is accumulated for application to 
such purposes in India, to the extent to which the income so accumulated is not 
in excess of twenty-five per cent of the income from the property or rupees ten 
thousand, whichever, is higher ; 

(b) income derived from property held under trust in part only for such 
purposes, the trust having been created before the commencement of this Act, 
to the extent to which such income is applied to such purposes in Tndia ; and 
where any such income is finally set apart for application to such purposes in 
Tndia, to the extent to which the income so set apart is not in excess of twenty- 
five per cent of the income from the property held under trust in part : 

(c) : ncome from property held under trust — 

(i) created on or after the 1st dav of April, 1952, for a charitable 
purpose which tends to promote international welfare in which India is interes- 
ted, to the extent to which such income is appbed to such purposes outside 
India, and 

(ii) for charitable or religious purposes, created before the 1st day of 
April, 1952, to the extent to which such income is applied to such purposes 
outside India : 

Provided that the Board, by general or special order, has directed in either 
case that it shall not be included in the total income of the person in respect of 
such income. 

Explanation. — For the purposes of clauses (a) and (b), in computing twenty- 
five per cent of the income from any such property as is referred to in the said 
clauses for any previous year, the ihcome from such property for the year im- 
mediately preceding the previous year may be adopted, if that income is higher 
than the income for the previous year. 

(2) Where the person in receipt of the income have complied with the 
following conditions, the restriction specified in clause (a) or clause (b) of sub- 
section (1) as respects accumulation or setting apart shall not apply for the 
period during which the said conditions remain complied with—- 
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(a) such persons have, by notice in writing given to the Income-tax 
Officer in the prescribed manner, specified the purpose for which the income is 
being accumulated or set apart and the period for which the income is to be 
accumulated or set apart which shall in no case exceed ten years ; 

(b) the money so accumulated or set apart is invested in any Government 
security as defined in clause (2) of Section 2 of the Public Debt Act, 1944 (18 of 
1944 ) or in any other security which may be approved by the Central Govern- 
ment in this behalf. 

(3) Any income referred to in sub-section (1) or sub-section (2) as is 
applied to purposes other than charitable or religious purposes as aforesaid or 
ceases to be accumulated or set apart for application thereto or is not utilised for 
the purpose for which it is so accumulated in the year immediately following 
the expiry of the period allowed in this behalf shall be deemed to be the income 
of such person of the previous year in which it is so applied, or ceases to be so 
accumulated or so set apart or, as the case may be, of the previous year imme- 
diately following the expiry of the period aforesaid. 

(4) For the purposes of this section "property held under trust” includes 
a business undertaking so held, and where a claim is made that income of any 
such undertaking shall not be included in the total income of the persons in 
rcc’v' thereof, the Income-tax Officer shall have power to determine the income 
of such undertaking in accordance with the provisions of this Act relating to 
assessment ; and where any income so determined is in excess of the income 
as shown in the accounts of the undertaking, such excess shall be deemed to be 
applied to purposes other than charitable or religious purposes and accordingly 
chargeable to tax within the meaning of sub-section (3). 

12. Income of trusts or institutions from voluntary contributions. — 

(1) Any income of a trust for charitable or religious purposes or of a 
charitable or religious institution derived from voluntary contributions and 
applicable solely to charitable or religious purposes shall not be included in the 
total income of the trustees or the institution, as the case may be. 

(2) Notwithstanding anything contained in sub-section (1), where any such 
contributions as are referred to in sub-section (1) are made to a trust or a 
charitable or religious institution by a trust or a charitable or religious institution 
to which the provisions of Section 1 1 apply, such contributions shall, in the 
hands of the trust or institution receiving the contributions, be deemed to be 
income derived from property for the purposes of that section and the provisions 
of that section shall apply accordingly. 

13. Section 11 not to apply in certain cases. — Nothing contained in Section 
11 shall operate so as to exclude from the total income of the previous year 
of the person in receipt thereof— 

(a) any part of the income from property held under a trust for private 
religious purposes which does not enure for the benefit of the public ; 

(b) in the case of a trust for charitable purposes or a charitable institu- 
tion created or established after the commencement of this Act. any income 
thereof, 

(i) if the trust or institution is created or established for the benefit of 
any particular religious community ; or 

(ii) if under the terms of the trust or the rules governing the institution. 
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any part of such income enures, directly or indirectly, or if any part ot such 
uvome or any property of the trust or the institution is during the previous veJ 

o?^7 PP i ’ Uy ° r ind,rectl y- tor the be «elit of the author^ the trust 
01 the founder of the institution or any person who has made a substantial 
contribution to such trust or institution or any relative of such author fnnnHor 

anvnart^f nd SUCh aulhor ’ lounder or Person is a Hindu undivided family 
any p art of such income enures, or any part of such income or any such property 

is during the previous year used or applied, directly or indirectly, for the benefit 
Ihe SmSyT^ ^ divided famil y « W relative of any member ^ 


Provided that in a case where this section applies by reason only that 
under the terms of the trust or the rules governing the institution any part ot 
such income enures directly 01 indirectly or that any part of the income or any 
property of the trust or institution is, during the previous year, used or applied 
directly or indirectly for the benefit of any relative of such author, founder, 
person or member and the amount of income so enuring or used or appl.ed for 
the benefit of such relative, together with the value of the benefit derived by 
him from the user or application of such property, if any, during the previous 
year, does not exceed a sum calculated at the rate of twenty-five per cent of the 
income of the trust or institution of the previous year, the provis'ons of this 
section shall have effect only in respect of that part of the income of the trust or 
institution which does not exceed the amount so enuring or used or applied 
together with the value of the benefit aforesaid. 


Explanation 1 . — For the purpose of Sections 11 and 12 and this section, 
“trust” includes any other legal obligation and for the purpose of this section 
“relative” also includes a lineal decendant of a brother or sister. 


Ex p l ana t ion 2. — A trust or institution created or established for the 
benefit of Schedule Castes, backward classes. Scheduled Tribes or women and 
children shall hoi be deemed to be a trust or institution created or established 
for the benefit of a religious community or caste within the meaning of sub- 
clause (i) of clause (b) of this section. 


CHAPTER IV 

COMPUTATION OF TOTAL INCOME 


* Heads of Income 

14. Heads of Income.— Save as otherwise provided by this Act, all income 
shall for the purposes of charge of income-tax and computation of total income 
be classified under the following heads of income — 

A. — Salaries. 

C. — Income from house property. 

B. — Interest on securities. 



ll 


u . — rronts ana gams or B usin e ss ~ 


E. — Capital gains. 


F. — Income from other sources. 


A. — Salaries 

15. Salaries. — The following income shall be chargeable to income-tax 
under the head “Salaries” — 

(a) any salary due from an employer or a former employer lo an assessee 
in the previous year, whether paid or not ; 

(b) any salary paid or allowed to him in the previous year by or on 
behalf of an employer or a foimer employer though not due or before it became 
due to him ; 

(c) any arrears of salary pa.d or allowed to him in the previous year 
by or on behalf of an employer or a Jormer employer, if not charged to income- 
tax for auy earlier previous year. 

Explanation. — For the removal of doubts, it is hereby declared that where 
any vilai} jmiU in advance is included in the total income of any person for any 
previous year it shall not be includt.i again in the total income of the person 
when the salary becomes due. 

16. Deductions from salaries. — The income cha'geable under Ihe head 
“Salaries" shall be computed alter making the following deductions, namely — 

( 1 ) any amount not exceeding live hundred rupees, expended by the 
assessee on the purchase of books and other publications necessary for the 
purpose o' duties ; 

(ii> in respect of any allowance in the nature ot an entertainment 
allowance specifically gi anted to inc assessee by his employer — 

(a) in the case ol an assessee who is in leceipt of a salary from the 
Government, a sum equal to onc-htih of lus salary (exclusive of any allowance, 
benefit or other perquisite ) or hve tnousand rupees, whichever is less ; and 

(b) in the case of any other assessee who is in receipt or such enter- 
tainment allowance and has been continuously in receipt o. such entertainment 
allowance regularly from his present employer liont a date betore the 1st day 
of April, 1955, the amount of such entertainment allowance regularly received 
by the assessee from his present employer in any previous year ending before 
the 1st day of April, 1955, or a sum equal to one-fifth of Ins salary (exclusive of 
any allowance, benefit or other perquisite ) or seven thousand five hundred 
rupees whichever is the least ; 

(iii) any amount paid by the assessee in respect of taxes on professions, 
trades, callings or employments levied under any State or Provincial Act ; 

(iv) where the assessee is not in receipt of a conveyance allowance, 
whether as such or as part of his salary, and owns a conveyance which is used 
for the purposes of his employment, a sum representing the expenditure 
incurred by him in its maintenance and as representing its normal wear and tear, 
calculated in respect of each calendar month or part thereof for which the 
conveyance has been so used during the previous year, on the basis provided 
hereunder — 

n-4 
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(1) where the conveyance is a motor car and 
the amount of the salary due to the assessee 
in respect of the previous year — 

(a) does not exceed Rs. 25,000 Rs. 200 ; 

(b) exceeds Rs. 25,000 Rs. 250 ; 

(2) where the conveyance is a motor cycle, 

scooter or other moped Rs. 50 ; 

(3) where (he conveyance is a bicycle Rs. 5 ; 

(4) where it is a conveyance other than a con- Mich amount as the 
veyance referred to in sub-clauses (1) to (3; Income-tax Officer may 

deem fit ; 

(v) any amount actually expended by the assessee, not being an amount 
expended on the purchase of books or other publications, or on entertainment or 
on the maintenance of a conveyance, wh eh. by the conditions of his service he 
is required to spend out of his remuneration wholly, necessarily and exclusively 
in the performance of his duties. 

17. “Salary” “perquisite” and “profits in lieu of salary” defined.— For the 

purposes of Sections 15 and 16 and of this section - 

(1) “Salary” includes — 

(i) wages ; 

(ii) any annuity or pension ; 

(iii) any gratuity ; 

(iv) any fees, commissions, perquisites or profits in lieu of or in addition 
to any salary or wages ; 

(v) any advance of salary ; 

(vi) the annual accretion to the balance at the credit of an employee 
participating in a recognised provident fund, to the extent to which it is charge- 
able to tax under Rule 6 of Part A of the Fourth Schedule, and 

(vii) the aggregate of all sums that are comprised n the transferred 

balance as referred to in sub-rule (2) of Rule 1 1 of Part A of the Fourth Schedule 

of an employee participating in a recognised provident fund, to the extent to 
which it is chargeable to tax under sub-rule (4) thereof ; 

(2) “perquisite” includes— 

(i) the value of rent-free accommodation provided to the assessee by his 
employer ; 

(ii) the value of any concession in the matter of rent respecting any 
accommodation provided to the assessee by his employer ; 

(iii) the value of any benefit or amenity granted or provided free of cost 
oi at concessional rate in any. of the following cases — 

(a) by a company to an employee who is a director thereof ; 

(b) by a company to an employee being a person who has a substantial 

interest in the company ; 

pua ifyddB jou op osnBja-qns siqj jo (q) pun (b) sqdBjfiiMBd jo suoistAOJd aqi 
inoqM oj wXojduw ub oj ( XuBdiuoo b Smpnpui ) jaXojduis Xus Xq (b) 
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whose income under the nead ’'Salaries 1 ’, exclusive of the value of all benefits or 
amenities not provided for by way of monetary payment, exceeds eighteen 
thousand rupees ; 

(iv) any sum paid by the employer in respect of any obligation which but 
for such payment, would have been payable by the assessee ; and 

(v) any sum payable by the employer, whether d’rectly or through a* 
fund other than a recognised provident fund or an approved superannuat : on 
fund, to effect an assurance on the life of the assessee or to effect a contract for 
an annuity ; 

(3) “profits in lieu of salary” includes — 

(\) the amount of anv compensation due to or received bv an assessee 
from his employer or former employer at or in connection w th the termination 
of his employment or the modification of the term*, and conditions relating 
thereto ; 

(ii) anv payment Mother than anv pavment r eferred to in clause HfP 
clause (10A), clause (in. clau i ■» nr clause (HA) of Section 101. due to or 
received bv an assessee from an emnlover or from a nrovdent or other fund ( not 
being an approved superannuation fund) to the extent to which 't doc> not 
consist oT i jritributions bv the nssc^ec or interest on such contributions. 

B. — Interest on Securities 

18. Interest on securities. — (1 ) Tire following amount due to an assessee 
in the previous vear shall be chargeable to income-tax under the head “Interest 
on securities” — 

(i) merest on anv security of the Central or State Government not be- 
ing interest payable under Section 2R0-D in respect of any annuity deposit made 
under Chapter XXTTA : 

(ii) intercut on debentures or othd securities for mone' issued bv or on 
behalf of a local authority or a company or a corporation established by a 
Central. Sta f e or Provmcial Act. 

(2) Nothing contained in sub-secPon (1) shall be construed as precluding 
an assessee from being charged to income-tax ; n respect of anv interest on 
securities received by him in a prev’ous vear if «uch interest had not been charged 
to income-tax for any earlier previous year. 

19. Deduction from interest on securities. — Subject to the provisions of 
Section 21, the income chargeable under the head “Interest on securities” shall be 
computed after mak ; ng the following deductions — 

(i) any reasonable sum expended by the assessee for the purpose of 
realising such interest ; 

(ii) any interest payable on money borrowed for the purpose of invest- 
ment in the securities by the assessee. 

20. Deduction from mterest on securities in the case of a banking company. 

rCt - the Case of a banking company— 
busii. 

, v*he sum to be regarded as a sum reasonably expended for the purpose 
w ' use (i) of Section 19 shall be an amount bearing to the aggre- 
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gate of its expenses as are admissible under the provisions of Sections 30, 31, 36 
and 37 [other than clauses (iii), (vi) and (vii) of sub-section (1) of Section 36] 
the same proportion as the gross receipts from interest on securities ( inclusive of 
tax deducted at source) chargeable to income-tax under Section 18 bear to the 
gross receipts of the company from all sources which are included in the prof 
and loss account of the company ; 

f'i) the amount to be recorded as interest navable on monevs horrov. 
for the purpose referred to in clause f'i) of Section IQ shall be an amount which 
bears to the amount of interest - * pa vahle on all monevs borrowed bv the companv 
the same proportion as the gross receipts from interest on securities f inchr" > e 
of fax deducted at source) chargeable to income-tax under Section 18 bear Ja jj! 
the gross receipts from all sources which are included in the profit and 
account of the company. 

(?) The expenses deducted under clauses fi) and (ii) of sub-section (!) ‘Vdl 
not acain form part of the deductions adnvssible under Sections "V) *n T7 for the 
purpose of computing the income of the company under the head “Profit*' an'! 1 
gains o r business or profession”. 

Explanation. — For the purposes of this section ‘‘monevs borrowed” includes 
monevs received by wav of denosits. 

21. Amounts not deductible from interest <>r securities. — Nouvi'hstarvfitw 
anvthine contained in Sections IQ and 20. anv interest chargeable under th : *- 
Act which is payable outside Tndia ( not being interest on a !onn b«ucd for 
public subscription before the 1st dav of April. 1Q38 ~* on which tax has not been 
paid or deducted under Chapter XVTT-B, and in resnect of which there is no 
person in Tndia who mav be treated as an agent under Section IP 1 shall not be 
deducted in computing the income chargeable under the head “Tntc r est on 
securities”. 

C — Income from house property 


27. Income from bouse pwnertv. -The annual value of proper!" consist- 
ing of anv buddings or lands appurtenant thereto of which the a ;sessee is the 
owner, other than such portions of such property as he may occunv r or the 
purposes of anv business or profession carried on bv him the profits of which are 
chargeable to income-tax, shall be chargeable to income-tax under the hend 
“Tncome from house property”. 


23^ Annual value how determined. — (1) For-tbe pufposes of Section— 22. 
the annual value of any property shall be deemed to be the sum for which the 
.property might reasonably be expected to let from year to year : 


Provided that where the property is in the occupation of a tenant, the taxes 
levied by any local authority in respect of the property shall, to the extent such 
taxes are borne by the owner, be deducted in determining the annual value of 
the property. 

further that in the case of a building comprising one or mon 
residential units the erection of which is begua and completed after the 1st ^titial 
of April, 1961, the annual value as determined under this sub-section shal' 
period of three years from the date of completion of the building, be re^siAOJd aip 
a sum equal to the aggregate of— (o) 



31 


24-30] 

be the owner of that building or part thereof ; 

(tv) "annual charge” means a charge to secure an annual liability, but 
does not include any tax in respect of property or income liom piopcrty imposed 
by a local authority, or the Central or a State Government ; 

(v) “capital charge” means a charge to secure the discharge of a l.ao.lity 
of a capital nature ; 

(yi) taxes levied by a local authority in respect of any property shall be 
deemed to include scivice taxes levied by the local authority in respect ol the 
property. 

D. — Profits and gains of business or profession 

28. Profits and gains of business or protession. — 1 he lubowmg income 
shall be chargeable to income-tax under the head “profits and guim oi busmen 
or profession” — 

(i) the profits and gains of any business or piofession wh cli was caineJ 
on by the assessee at any time during the previous year ; 

(ii) any componsal.on or olhei payment due to or teceived by. — 

fa; any person, by whatcvei name calied, managing the whole or sun- 
■ lam. it ij the whole of the aflairs or an Jnd.an company, at or m connection 
with the termination of his management or the modification of die terms and 
conditions relating thereto ; 

(b) any person, by whatever name called, managing the whole or 
substantially the whole of the aflairs in India of any other company, at or in 
connection with the termination of his office or the modification ol the terms and 
conditions relating thereto ; 

(c) any person, by whatever name called, holding an agency in India 
for any part of the activities relal ng to the business of any other person, at or in 
connection with the termination > the agency or the modification of the terms 
and conditions relating thereto ; 

(iii) income derived by a trade, professional or similar association from 
specific services performed for its members ; 

(iv) the value any benefit or perquisite, whether convertible into 
money or not, arising from business or exercise of a profession. 

Explanation 1. — The profits and gains of the bus.ness shall include the 
profits and gains of managing agency. 

Explanation 2. — Where speculative transactions carried on by an assessee 
are of such a nature as to constitute a business, the business (hereinafter 
referred to as “speculation business” ; shall be deemed to be dist'nct and separate 
from any other business. 

29. Income from profits, and gains of business or profession, how 
computed. — The income referred to in Section 28 shall be computed in accord- 
ance with the provisions contained in Sections 30 to 43A. 

30. Rent, rates, taxes, repairs and insurance for buildings. — In respect of 
rent, rates, repairs and insurance for premises, used for the purposes of the 
business or profession, the following deductions shall be allowed — 

(a) where the premises are occupied by the assessee — 
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(i) as a tenant, the rent paid for such premises, and further if he has 
undertaken to bear the cost of repairs to the premises the amount paid on 
account of such repairs ; 

(.i) otherwise than as a tenant, the amount paid by him on account or 
current repairs to the premises ; 

(b) any sums paid on account of land revenue, local rates or municipal 
taxes; 

(c) the amount of any premium paid in respect of insurance against risk 
of damage or destruction of the premises. 

31. Repairs and insurance of machinery, plant and furniture. — In respect 
of repairs and insurance of much nery, plant or furniture used for the purpose* 
of the business or profess.on, the following deductions shall be allowed — 

(i) the amount paid on account of current repairs thereto ; 

(ii) the amount of any premium paid in respect of insurance against risk 
of damage or destruction thereof. 

32. Depreciation. — (1) In respect of depreciation of buildings, machinery, 
plant or furniture owned by the assessec and used for the purposes of the 
business or profession, the following deductions shall, subject to the provisions 
ot Section 34, be allowed — 

(i) in the case of ships other than ships ordinarily plying on inland 
waters, such percentage on the actual cost thereof to the assessee as may in 
any case or class of cases be prescribed ; 

(ii) in the case of buildings, machinery, plant or furniture, other than 
ships covered by clause (i), such percentage on the written down value thereol 
as may in any case or class of cases be prescribed : 

Provided that where the actual cost of any machinery or plant does not 
exceed seven hundred and fifty 'rupees, the actual cost theieof shall be allowed 
as a deduction in respect of the previous year in which such machinery or plant 
is first put to use by the assessee for the purposes ot his business or profess.on ; 

(iii) in the case of any buildmg, machinery, plant or furniture whan 
is sold, discarded, demolished or destroyed in the previous year (other than 
the previous year in which it is liist brought into use ), the amount by wtuca 
the money payable m respect of such building, machineiy, plant or furniture, 
togeiher w.lh the amount o. scrap value, if any, fall short of the written down 
vaiue thereof : 

Provided that such deficiency is actually written off in the books ol 
the assessee. 

Explanation. — For the purpose of this clause — 

(1) “moneys payable” in respect of any building, machinery, plant or furni- 
ture includes — 

(a) any insurance, salvage or compensation moneys payable in respect 
thereof ; 

(b) where the building, machinery, plant or furniture is sold, the price 
for which it is sold ; 

so, however, that where the actual cost of a motor car, is, in accordance 
with the proviso to clause (1) of Section '43, taken to be twenty-five thousand 
rupees, the moneys payable in respect of such motor car shall be taken to be a 



sum which bears to the amount for which the motor car is sold or, as the case 
may be, the amount of any insurance, salvage or compensation moneys payable 
in respect thereof ( including the amount of scrap value, if any ) the same pro- 
portion as the amount of twenty-five thousand rupees bears to the actual cost of 
the motor car to the assessee as it would have been computed before applying 
the said proviso ; 

(2) “sold” includes a transfer by way of exchange or a compulsory acqui- 
sition under any law for the time being in force but does not include a transfer, 
in a scheme of amalgamation, of any asset by the amalgamating company to the 
amalgamated company where the amalgamated company is an Indian company ; 

(iv) in the case of any building which has been newly erected after 
the 31st day of March, 1961, where the building is used solely for the purpose 
of residence of persons employed in the business and the income of each such 
person chargeable under the head “Salaries” is seven thousand five hundred 
rupees or less or where the building is used solely or mainly for the welfare of 
such persons as a hospital, creche, school, canteen, library, recreational centre, 
shelter, rest-room or lunch-room, a sum equal to twenty per cent of the actual 
cost of the building to the assessee in respect of the previous year of erection 
of the building but any such sum shall not be deductible in determining the 
written down value for the purposes of clause (ii) of sub-section (1); 

(v) in the case of any new building, the erection of which is completed 
after the 31st day of March, 1967, where the building is owned by an Indian 
company and used by such company as a hotel and such hotel is for the time 
being approved in this behalf by the Central Government, a sum equal to twenty- 
five per cent of the actual cost of erection of the building to the assessee, in 
respect of the previous year in which the erection of the building is completed 
or, if such building is first brought into use as a hotel in the immediately 
succeeding previous year then in respect of that previous year ; but any such 
sum shall not be deductible in determining the written down value for the 
purposes of clause (ii). 

(2) Where in the assessment of the assessee, ( or if the assessee is a 
registered firm or an unregistered firm assessed as a registered firm, in the 
assessment of its partners ) full effect cannot be given to any allowance under 
clause (i) or clause (ii) or clause (iv) or clause (v) of sub-section (1) in any 
previous year owing to there being no profits or gains chargeable for that 
previous year, or owing to the profits or gams chargeable being less than the 
allowance, then, subject to the provisions of sub-section (2) of Section 72 and 
sub-section (3) of Section 73, the allowance or part of the allowance to which 
effect has not been given, as the case may be, shall be added to the amount 
of the allowance for depreciation for the following previous year and deemed 
to be part of that allowance, or if there is no such allowance for that previous 
year, be deemed, to be the allowance for that previous year, and so on for the 
succeeding previous years. 

33. Development rebate. — (1) (a) In respect of a new ship or new 

machinery or plant (other than office appliances or road transport vehicles) 
which is owned by the assessee and is wholly used for the purposes of the 
business carried on by him, there shall, in accordance with and subject to 
the provisions of this section and of Section 34. be allowed a deduction, in 
respect of the previous year in which the ship was acquired or the machinery 
or plant was installed or, if the ship, machinery or plant is first put to use 
in the immediately succeeding previous year, then, in respect of that previous 
n-5 
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year, a sum by way of development rebate as specified in clause (b). 

(b) The sum referred to in clause (a) shall be — 

(A) in the case of a ship, forty per cent of the actual cost, thereof to 

the assessee ; 

(B) in the case of machinery or plant, — 

(i) where the machinery or plant is installed for the purpose of 
business of construction, manu'acture or production of any one or more of the 
aitcles or things specified .n the list in the First Schedule,— 

(a) thirty-five per cent -.of the actual cost of the machinery or plant to 

the assessee, where it is installed before the 1st day of April, 1970, and 

(b) twenty-five per cent of such cost where it is installed after the 31st 
day of March, 1970; 

(u) where the machinery or plant is installed after the 31st day ot 
March, 1967, by an assessee be.ng an Indian company in pietmscs used by it 
as a hotel and such hotel is for the time being approved in this behall by the 
Central Government — 

(a) thirty-five per cent of the actual cost of the machinery or plant to 

the assessee, where it is installed before the 1st day of April, 19/0, and 

(b) twenty-five per cent of such cost, where it is installed after the 3 1st 
day of March, 1970 ; 

(in) where the machmery or plant is installed alter the 3 1st day of 
March, 1967, being an asset representing expenditure oi a capital nature on 
scientific research related to the business carried on by the as'essee, — 

(a) thirty-five per cent of the actual cost of the machinery oi plant to 
the assessee, where it is installed before the 1st day of April, 1970, and 

(b) twenty-five per cent of such cost where it is installed after the 31st 
day ot March, 1970 ; 

(iv) in any other case, — 

(a) twenty per cent of the actual cost of the machinery or plant to the 
assessee. where it is installed before the 1st day of April, 1970, and 

(b) fifteen per cent of such cost where it is installed after the 3 1st day 
of March, 1970. 

(1A) (a) An assessee who, after the 31st day of March, 1964, acquires 
any ship which before the date of acquisit'on by him was used by any other 
person shall, subject to the provisions of Section 34, also be allowed as a deduc- 
tion a sum by way of development rebate at such rate oi raUs as may be pres- 
cr.bed, piovided that the following conditions are fulfilled, namely — 

(i) such ship was not previous to the date of such acquisition owned at 
any time by any person resident in India ; 

(n) such ship is wholly used for the purposes of the business carried on 
by the assessee; and 

(iii) such other conditions as may be prescribed. 

(b) An assessee who instals any machmery or plant (other than office 
appliances or road transport vehicles ) which before installation' by the assessee 
was used outside India by any other person shall, subject to the provisions of 
Section 34, also be allowed as a deduction a sum by way of development rebate 
at such rate or rates as map be prescribed, provided that the following conditions 
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are fulfilled, namely — 

(i) such machinery or plant was not used in India at any time previous 
to the date of such installation by the assessee ; 

(ii) it is imported in India by the assessee from any country outside 
India ; 

(iii) no deduction on account o f depreciation or development rebate in 
respect of such machinery or plant has been allowed or is allowable under the 
provisions of the Indian Income-tax Act, 192?. ( 1 1 of 1922 ). or this Act in 
computing the total income of any person for any period to the date of the 
installation of the machinery or plant by the assessee ; 

(iv) such machinery or plant is wholly used for the purposes of the 
business carried on by the assessee ; and 

(v) such other conditions as may be prescribed. 

(c) The development rebate under this sub-section shall be allowed as a 
deduction in respect of the previous year in which the chip was acquired or the 
machinery or plant was installed or. if the ship, machinerv or plant is first 
put to use in the immediately succeedinr previous year, then, in respect of that 
previ'.n- >'«ar. 

12) Tn >.hc case of a ship acquhcd or machinerv or plant installed a f ter 
the 31st day of December. 1957, where the total income of the assessee 
assessable for the assessment year relevant to the previous year in which the 
ship was aeon cd or the machinery or plant installed or the immediately 
succeeding previous year, as the case mav be, [the total income for this purpose 
being computed without making anv allowance under sub-section (1) or sub- 
section (1A) of this section or sub-section (1) of Section 33A or any deduction 
under Chapter VIA or Section 280-01 is nil or is less than the full amonut of 
the development rebate calculated at the rate applicable thereto under sub- 
section (1) or sub-section fl A) of this section or sub-section (1) of Section 38A 
as the case may be, 

(i) the sum to be allowed bv wav of development rebate for that assess- 
ment vear under sub-section fl) or sub-section flA) of this sect’on or sub-section 
(I) of Section 33 A shall be only such amount as is sufficient to reduce the said 
total income to nil ; and 

(ii) the amount o' the development rebate, to the extent to which it 
has not been allowed as aforesaid, shall be carried forward to the following 
assessment year, and the development rebate to be allowed for the following 
assessment year shall be such amount as is sufficient to reduce the total income 
of the assessee assessable for that assessment vear. computed in the manner 
aforesaid, to nil, and the balance of the development rebate, if anv. still out- 
standing shall be carried forward to the following assessment vear and so on. so 
however that no portion o c the development rebate shall be carried for more 
than eight assessment years immediately succeeding the assessment vear rele- 
vant to the previous vear in which the ship was acquired or the machinerv or 
plant installed or the immediately succeeding previous year, as the case may be. 

Explanation.— Where for any assessment vear development rebate is to be 
allowed in accordance with the provisions of sub-section (2) in respect of ships 
acquired or machinery or plant installed in more than one previous year, and the 
total income of the assessee assessable for that assessment year fthe total income 
for this purpose being computed without making anv allowance under sub- 
section (1) or sub-section (1A) of this section or sub-section (1) of Section 33A 
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or any deduction under Chapter VIA or Section 280-0] is less than the aggregate 
of the amounts due to be allowed in respect of the assets aforesaid for that 
assessment year, the following procedure shall be followed, namely— 

(i) the allowance under clause (ii) of sub-section (2) shall be made 
before any allowance under clause (i) of that sub-section is made ; and 

(ii) where an allowance has to be made under clause (ii) of sub-section 

(2) in respect of amounts carried forward from more than one assessment year, 
the amount carried forward from an earlier assessment year shall be allowed 
before any amount carried frQm a later assessment year. 

(3) Where, in a scheme of amalgamation, the amalgamating company sells 
or otherwise transfers to the amalgamated company any ship, machinery or plant 
in respect of which development rebate has been allowed to the amalgamating 
company under sub-section (1) or sub-section (1A), — 

(a) the amalgamated company shall continue to fulfil the conditions 
mentioned in sub-section (3) of Section 34 in respect of the reserve created bv 
the amalgamating company and in respect of the period within which such ship 
machinery or plant shall not be sold or otherwise transferred and in default of 
anv of these conditions, the provisions of sub-section (5) of Section 155 shall 
apply to the amalgamated company ns they would have applied to the amalga- 
mating company had it committed the default : and 

(b) the balance of development rebate, if any. still outstanding to the 
amalgamating company in respect of such ship, machinery or plant shall he 
allowed to the amalgamated companv in accordance with the provisions of sub- 
section (2), so however, that the total period for which the balance of develop- 
ment rebate shall be carried forward in the assessments of the amalgamatine 
company and the amalgamated company shall not exceed the period of einht 
years specified in sub-section (2) and the amalgamated company shall be treated 
as the assessee in respect of such ship, machinery or plant for the purposes of 
this section and Section 34. 

(43 Where a firm is succeeded to by a company in the business carried on 
by it as a result of which the firm sells or otherwise transfers to the companv 
anv shin, machinery or plant, the provisions of clauses (a) and (b) of sub-section 
(3) shall, so far as mav be, apply to the firm and the company. 


Explanation. — The provisions of this clause shall apply only where — 

(i) all the property of the firm relating to the business immediately 
before the succession becomes the property of the company ; 

(ii' all the liabilities of the firm relating to the business immediately 
before the succession become the liabilities of the company : and 

(iii) all the shareholders of the company were partners of the firm 

immediately before the succession. 

(5) The Central Government, if it considers necessary or expedient so to 
do. may. by notification in the Official Gazette, direct that the deduction allow- 
able under this section shall not be allowed in respect of a ship acquired or 
machinery or plant installed after such date, not being earlier than three years 
from the date of such notification, as may be .specified therein. 


tfl . ^ Notwithstanding anything contained in the foregoing provisions of 
’ "° d< S uct,on by wav development rebate shall be allowed in 
any n V* ch,nCT y <* P ,ant installed after the 31st day of March, 1965. in 
any office premises or any residential accommodation, including any accom- 



modation in the nature of a guest-house : 

Provided that the provisions of this sub-section shall not apply in the case 
of an assessec being an Indian company, in respect of any machinery or plant 
installed by it in premises used by it as a hotel, where the hotel, is for the time 
be : ng approved in this behalf by the Central Government. 

33A. Development allowance. — (1) In respect of the bushes on any land 
in Tndia owned by an assessee who carries on business of growing and manu- 
facturing tea in India, a sum by way of development allowance equivalent to — 

fi' where tea bushes have been planted on any land not planted at anv 
time with tea bushes or anv land which had been previously abandoned, fifty 
per cent of the actual cost of planting, 

(ii) where tea bushes are planted in replacement of tea bushes that have 
died or have become permanently useless on any land already planted, thirty per 
cent of the actual cost of planting, 

shall, subject to provisions of this section, be a’lowcd as a deduction in the 
manner specified hereunder, namely — 

fa) the amount of the development allowance shall, in the first instance, 
be computed with reference to that portion of the actual cost of planting which 
is inruirc' 1 during the previous vear in which the land is prepaid for planting 
oi replanting, as the case mav be, and in the previous year next following, and 
the amount so computed shall be allowed as a deduction in respect of such 
previous year next following : and 

(b) thereafter, the development allowance shall again be computed with 
reference to the actual cost of planting, and if the sum so computed exceeds the 
amount allowed as a deduction under clause (a>. the amount of the excess shall 
be allowed as a deduction in respect of the third succeeding previous vear next 
following the previous year in which the land has been prenared for planting or 
replanting, as the case may be : 

Provided that no deduction under clause fit shall be allowed unless the 
niantin" has commenced after (he 31st d>v of March 1965. and no deduction 
shall be allowed under clause fii) unless the planting has commenced afte r the 
31st dav of March, 1965. and been completed before the 1st dav of April. 1970. 

f? x Where the total income of the assessee assessable for the assessment 
vear relevant to the previous vear in respect of which the deduction is reonired 
to be allowed under sub-section fl) [the total income for this purpose being 
computed after making the allowance under sub-section (1) or sub-section flA) 
or clause fii) of sub-section f?) of Section 33 but without making anv allowance 
under sub-sccdon fl) of this section or anv deduction under Chanter VTA or 
Sect : on 280-0] is nil or is less than the full amount of the development allowance 
calculated at the rates and in the manner specified in sub-section fl) — 

(i) the sum to be allowed bv wav of development allowance for that 
assessment year under sub-section fl) shall be only such amount as is sufficient to 
reduce the said total income to nil ; and 

fii). the amount of the development allowance, to the extent to which 
it has not been allowed as aforesaid, shall be carried forward to the following 
assessment year, and the development allowance to be allowed for the following 
assessment year shall be such amount as is sufficient to reduce the total income 
of the assessee assessable for that assessment year, computed in the manner 
aforesaid, to nil, and the balance of the development allowance, if any, still 
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outstanding shall be carried forward to the following assessment year and so on, 
so however, that no portion of the development allowance shall be carried 
forward for more than eight assessment years immediately succeeding the assess- 
ment year in wh : ch deduction was first allowable. 

Explanation. —Where for any assessment year development allowance is to 
be allowed in accordance with the provisions o f sub- section (2) in respect of 
more than one previous year, and the total income of the assessee assessable 
for that assessment year [the total income for this purpose being computed after 
making the allowance under sub-section (11 or sub-scction (1 A1 or clause (iil of 
sub-section (2) of Section 73 but without making any allowance under sub- 
section 0) of this section or any deduction under Chapter VIA or Section 
280-0] is less than the amount of the development allowance due to be made 
in respect of that assessment vear, the following procedure shall be followed, 
namely — 

til the allowance under clause (iil of sub-section (21 of this section 
shall be made be'ore anv allowance under clause (il of that sub-section is made 
and 

(ii x where an allowance has to be made under clause (iil of sub- 
section (21 of this section : n respect of amounts carried forward from more 
than one assessment vear, the amount carried forward from an earlier a c sess 
ment vear shall be allowed before any amoim* carried forward from a lai^r 
assessment year. 

(71 The deduction under sub-section (11 shall be allowed onlv if the 
following conditions are fulfilled, namely — 

(il the particulars prescribed in this behalf have been furnished by 
the assessee ; 

(iil an amount equal to seventv-five per cent of the development allow- 
ance to be actually allowed Is debited to the profit and loss account of the 
rele'ant previous vear and credited to a reserve account to be utihsed b v the 
assessee durine a period of eieht vears next following for the purposes of the 
business o' the undertakine, other than - 

fa" for distribution bv wav of div : dends o«- profits or 

fbl for remittance outside Tndia as nrofits or for tbc creation of anv 
asset outside Tndia : and 

(iiil such other conditions as may be prescribed, 

(41 If anv such land is sold or otherwise transferred by the assessee to 
anv person at anv rime before the expirv of eieht vear« from the end of the 
previous year in which the deduction under sub-section (11 was nllow'ed. anv 
allowance under this section shall be deemed to have been wronelv made for 
the purposes of this Act, and the provisions o f sub-section (5A1 of Section 1 5^ 
shall apply accordingly : 

Provided that this sub-sectidn shall not apply — 

(i) where the land is sold or otherwise transferred by the assessee to 
the Government, a local authority, a corporation established by a Central, State 
or Provincial Act or a Government company as defined in Section 617 of the 
Companies Act, 1956 : or 

. . where the sale or transfer, of the land is made io connection 

with the amalgamation or . succession referred to in sub-section (5) or sub- 
section (6). 
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(5) Where, in a scheme of amalgamation, the amalgamating company 
sells or otherwise transfers to the amalgamated company any land in respect of 
which development allowance has been allowed to the amalgamating company 
under sub-secdon (1), — 

(a) the amalgamated company shall continue to fulfil the conditions 
mentioned in sub-section (3) in respect of the reserve created by the amalgama- 
ting company and in respect of the period within which such land shall not oe 
sold or otheiw.se transferred and in default of any of these conditions. Me 
provis.ons of sub-section (5A) of beclion 153 shall apply to the amalgamated 
company as they woukl have applied to the amalgamating company had it com- 
mitted the default ; and 

(b) the balance of development allowance, if any, still outstanding to 
the amalgamating company in respect of such land shall be allowed to the 
amalgamated company m accordance with the provis ons of sub-section (2), so 
however, that the total per.od for which the balance of development allowance 
shall be carried forward in the assessments oi the amalgamating company and 
the amalgamated company shall not exceed the period or eight years specilicd 
in sub-section (2) and the amalgamated company shall be treated as the assessee 
in respect of such land for the purpose of this section. 

(6/ v\:.;;e a firm is succeeded to oy a company in the business carried 
on by it as a result of which the film sells or otherwise translers to tne 
company any land on which development allowance has been allowed, the 
provisions of clauses (a) and (b) of sub-section ( 5 ) shall, so far as may be, 
apply to the iirm and the company. 

Explanation.— The provisions of this sub-scction shall apply if the condi- 
tions laid down in the explanation to sub-section (4) of Section 33 are fulfilled. 

(7) For the purposes of this section, "actual cost of planting'’ means the 
aggregate of— 

(i) the cost of preparing the land ; 

(ii) the cost of seeds, cutting and nurseries ; 

(lii) the cost of planting ; and 

(iv) the cost of up-keep thereof, for the previous year in which the land 
has been prepared and the three successive previous years next 
following such previous year, 

reduced by that portion of the cost, if any, as has been met directly by 
any other person or authority : 

Provided that where such cost exceeds twelve thousand five hundred rupees 
per hectare in respect of land situated in a hilly area or exceeds ten thousand 
rupees per hectare in any other area, then the excess shall be ignored. 

(8) The Board may, having regard to the elevation and topography, by 
general or special order, declare any areas to be hilly areas for the purposes 
of this section and such order shall not be questioned before any court of law 
or any authority. 

33B. Rehabilitation allowance. — Where the business of any industrial 
undertaking carried on in India is discontinued in any previous year by reason 
of extensive damage to, or destruction of, any building, machinery, plant or 
furniture owned by the assessee and used for the purposes of such business as 
a direct result of— 

(i) flood, typhoon, hurricane, cyclone, earthquake or other convulsion 
of nature ; or 
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(lj) riot or civil disturbance; or 

(ui) accidental tire or explosion ; or 

(iv) action by an enemy or action taken in combating an enemy (whe- 
ther with or without a declaration of war), 

and, thereafter, at any time before the expiry of three years from the end 
of such previous year, the business is re-established, reconstructed or levivcd 
by the assessee, he shall, in respect of the previous year in wh.ch the business 
is so re-established, reconstructed or revived, be allowed a deduction ol a 
sum by way of rehabilitation allowance equivalent to sixty per cent of the 
amount of the deduction allowable to him under clause (iii) of sub-secLon (1) of 
Sect.on 32 in respect of the building, machinery, plant or iurniture so damaged 
oi destroyed. 

Explanation. — In this section, “industrial undertaking” means any under- 
taxing wh.ch is mainly engaged in the business of generation or distribution ol 
electricity or any other form of power or in the construction of ships or in the 
manufacture or processing of goods or in mining. 

34. Conditions for depreciation allowance and development rebate.— 

(1; Ihe deductions referred to in sub-section (1) of Section 32 shall be allowed 
only if the prescribed particulars have been furnished and the deduct.on re. erred 
to in Section 33 shall be allowed only it the particulars prescribed lor the 
purpose of clause (i) and clause (ii) ol sub-section (1; ol Section 32 have been 
furnished by the assessee in respect of the ship or machinery or plant. 

(2) For the purposes of Section 32 — 

(i) the aggregate of all deductions in respect of depreciation made 
under sub-section (1) of Section 32 or under the Indian Income-tax Act. 1922 
(11 of 1922 ). or under any Act repealed by that Act or under the Indian 

Income-tax Act. 1886 (2 of* 1886 ), shall, in no case, exceed the actual cost to 

tne assesses of the buildings, machinery, plant or furniture, as the case may be . 

Explanation. — Where a capital asset is transferred — 

(i) by a holding company to its subsidiary company or by a subsidiaiy 
company to its holding company, or 

(ii) by a company to another company in a scheme of amalgamation, 

and the conditions specified in clause (iv), or clause (v), or, as the case may 
be, clause (vi) of Section 47 are satisfied, then, in determining the aggregate ol 

all deductions in respect of depreciation under this clause, account shall also 

be taken of the deductions in respect of depreciation allowed in the case of the 
company from which the asset has been transferred ; 

(ii) nothing in clause (i) or clause (ii) or clause (iv) of sub-section (1) 
of Section 32 shall be deemed to authorise the allowance for any previous year 
of any sum in respect of any building, machinery, plant or furniture sold, dis- 
carded, demolished or destroyed in that year. 

(3) (a) The deduction referred to in Section 33 shall not be allowed unless 
an amount equal to seventy-five per cent , of the development rebate to be 
actually allowed is debited to the profit and loss account of the relevant pre- 
vious year and credited to a reserve account to be utilised by the assessee 
during a period of eight years next following for the purposes of the business or 
the undertaking, other tHan — 

(i) for distribution by way of dividends or profits ; or 
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(ii) for remittance outside India as profits or for the creation of any 
asset outside India : 

Provided that this clause shall not apply where the assessee is a company 
being a licensee within the meaning of the Electricity ( Supply ) Act, 1948 ( 54 
of 1948 ), or where the ship has been acquired or the machinery or plant has 
been installed before the 1st day of January, 1958: 

Provided further that where a ship has been acquired after the 28th day of 
February, 1966, this clause shall have effect in respect of such ship as if for the 
words “seventy-five”, the word “fifty” had been substituted. 

(b) If any ship, machinery or plant is sold or otherwise transferred by 
the assessee to any person at any time before the expiry of eight years from the 
end of the previous year in which it was acquired, or installed, any allowance 
made under Section 33 or under the corresponding provisions of the Indian 
Income-tax Act, 1922 ( 11 of 1922), in respect of that ship, machinery or plant 
shall be deemed to have been wrongly made for the purpose of this Act, and 
the provisions of sub-section (5) of Section 155 shall apply accordingly : 

Provided that this clause shall not apply — 

(i) where the ship has been acquired or the machinery or plant has been 
installed l* fore the first day of January, 1958 ; or 

(ii) where the ship, machinery or plant is sold or otherwise transferred 
by the assessee to the Government, local authority, a corporation established by 
a Central, State or Provincial Act or a Government company as defined in 
Section 617 of 'he Companies Act, 1956 ( 1 of 1956); or 

(iii) where the sale or transfer of the ship, machinery or plant is made 
in connection with the amalgamation or succession referred to in sub-section (3). 

Explanation. — For the removal of doubts, it is hereby declared that the 
deduction referred to in Section 33 shall not be denied by reason only that the 
amount debited to the profit and loss account of the relevant previous year and 
credited to the reserve account aforesaid exceeds the amount of the profit of 
such previous year ( as arrived at without making the debit aforesaid ) in accord- 
ance with the profit and loss account. 

35. Expenditure on scientific research — (1) In respect of expenditure on 
scientific research, the following deductions shall be allowed — 

(i) any expenditure ( not being in the nature of capital expenditure ) laid 
out or expended on scientific research related to the business ; 

(ii) any sum paid to a scientific research association which has as its 
object the undertaking of scientific research or to a university, college or other 
institution to be used for scientific research : 

Provided that such association, university, college or institution is for the 
time being approved for the purposes of this clause by the prescribed authority ; 

(iii) any sum paid to a university, college or other institution to be 
used for research in social science or statistical research related to the class of 
business carried on, being a university, college or institution which is for the 
time being approved for the purposes of this clause by the prescribed authority ; 

(iv) in respect of any expenditure of a capital nature on scientific 
research related to the business carried on by the assessee, such deduction as 
may be admissible under the provision of sub-section (2). 

(2) For the purposes of clauses (iv) of sub-section (1),— ■ 

II— 6 
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(i) in a case where such capital expenditure is incurred before the 1st 
day of April, 1967, one-fifth of the capital expenditure incurred in any previous 
year shall be deducted for that previous year : and the balance of the expendi- 
ture shall be deducted in equal instalments for each of the four immediately 
succeeding previous year ; 

(ia) in a case where such capital expenditure is incurred after the 31st 
day of March, 1967, the whole of such capital expenditure incurred in any 
previous year shall be deducted for that previous year ; 

Explanation. — Where any capital expenditure has been incurred before 
the commencement of the business, the aggregate of the expenditure so incurred 
within the three years immediately preceding the commencement of the business 
shall be deemed to have been incurred in the previous year in which the business 
is commenced ; 

(ii) Notwithstanding anything contained in clause (i), where an asset 
representing expenditure of a capital nature incurred before the 1st April, 1%7 
ceases to be used in a previous year for scientific research related to the 
business and the value of the asset at the time of the cessation, together with 
the aggregate of deduction already allowed under clause (i) falls short of the 
said expenditure, then — 

(a) there shall be allowed a deduction for that previous year of an 
amount equal to such deficiency, and 

(b) no deduction shall be allowed under that clause for that picvious 
year or for any subsequent previous year ; 

(iii) if the asset mentioned in clause (ii) is sold, without having been 
used for other purposes in the year of cessation, the sale price shall be taken to 
be the value of the asset at the time of the cessation ; and if the asset is sold, 
without having been used for other purposes, in a previous year subsequent to 
the year of cessation, and the sale price falls short of the value of the asset 
taken into account at the time of cessation, an amount equal to the deficiency 
shall be allowed as a deduction for the previous year in which the sale took 
place ; 

(iv) where a deduction is allowed for any previous year under this 
section in respect of expenditure represented wholly or partly by an asset, no 
deduction shall be allowed under clauses (i), (ii) and (iii) of sub-section (1) of 
Section 32 for the same previous year in respect of that asset ; 

(v) where the asset mentioned in clause (ii) is used in the business after 

it ceases to be used for scientific research related to that business, depreciation 
shall be admissible under clauses (i), (ii) and (iii) of sub-section (1) of 
Section 32. # *’ r ( 

(3) If any question arises under this section as*to whether, and if so, to 
what extenf, any activity constitutes or constituted, or any asset is or was being 
used for scientific research, the Board shall refer the question to the prescribed 
authority, whose decision shall be final. 

(4) The provisions of sub-section (2) of Section 32 shall apply in relation 
to deductions allowable under' clause (iv) of sub-section (1) as they apply in 
relation to deductions allowable in respect of depreciation. 

(5) Where, in a scheme of amalgamation, the amalgamating company 
sells or otherwise transfers to the amalgamated company ( being an Indian 
company) any asset representing expenditure of a capital nature on scientific 
research,— 

(0 the a malg amating company shall not be allowed the deduction 



under clause (ii) or clause (iii) of sub-section (2). and 

(ii) the provisions of this section shall, as far as may be, apply to the 
amalgamated company as they would have applied to the amalgamating com- 
pany if the latter had not so sold or otherwise transferred the asset. 

35A. Expenditure on acquisition of patent rights or copyrights. — (1) In 

respect of any expenditure of a capital nature incurred after the 28th day of 
February, 1966, on the acquisition of patent rights or copyrights ( hereafter, 
in this section, referred to as rights ) used for the purposes of the business, there’ 
shall, subject to and in accordance with the provisions of this section, be allowed 
for each of the relevant previous years, a deduction equal to the appropriate 
fraction of the amount of such expenditure. 

Explanation. — For the purposes of this section, — 

(i) “relevant previous years” means the fourteen previous years beginn- 
ing with the previous year in which such expendiluie is incurred or, where such 
expenditure is incurred before the commencement of the business, the fourteen 
previous years beginning with the previous year in which the business 
commenced : 

Provided that where the rights commenced, that is to say, became effective, 
in any y. : piior to the previous year in which expenditure on the acquisition 
thereof was incurred by the asse^see th s clause shall have effect with the 
substitution for the reference to fourteen years of a reference to fourteen years 
less the number of complete years which, when the rights are acquired by the 
assessee, have elarvsed since the commencement thereof, and if tourteen years 
have elapsed as aforesaid, of a reference to one year ; 

(ii) “appropriate fraction” means the fraction the numerator of which 
is one and the denominator of which is the number of the relevant previous year. 

(2) Where the rights come to an end without being subsequently revived 
or where the whole or any part of the rights is sold and the proceeds of the sale 
( so far as they consist of capital sums ) are not less than the cost of acquisition 
thereof remaining unallowed, no deduction under sub-section (1) shall be allow- 
ed in respect of the previous year in which the rights come to an end or, as the 
case may be, the whole or any part of the rights is sold or in respect of any 
subsequent previous year. 

(3) Where the rights either come to an end without being subsequently 
revived or are sold in their entirety and the proceeds of the sale ( so far as they 
consist of capital sums ) are less than the cost of acquisition thereof remaining 
unallowed, a deduction equal to such cost remaining unallowed or, as the case 
may be, such cost remaining unallowed as reduced by the proceeds of the sale, 
shall be allowed in respect of the previous year in which the rights come to an 
end, or, as the case may be, are sold. 

(4) Where the whole or any part of the rights is sold and the proceeds of 
the sale ( so far as they consist of capital sums ) exceed the amount of the cost 
of acquisition thereof remaining unallowed, so much of the excess a$ does not 
exceed difference between the cost of acquisition of the rights and the amount 
of such cost remaining unallowed shall be chargeable to income-tax as income 
of the business of the previous year in which the whole or any part of the rights 
is sold. 

Ex pla n a tion. — Where the whole or any part of the rights is sold in a 
previous year in which the business is no longer in existence, the provisions 
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of this sub-section shall apply as if the business is in existence in that previous 
year. 

(5) Where a part of the rights is sold and subjection (4) does not apply, 
the amount of the deduction to be allowed under sub-section (1) shall be arrived 
at by — 

(a) subtracting the proceeds of the sale (so far as they consist of 
capital sums ) from the amount of the cost of acquisition of the rights remaining 
unallowed ; and 

(b) dividing the remainder by the number of relevant previous years 
which have not expired at the beginning of the previous year during which the 
rights are sold. 

(6) Where, in a scheme of amalgamation, the amalgamating company sells 
or otherwise transfers the rights to the amalgamated company ( being an Indian 
company ), — 

(i) the provisions of sub-sections (3) and (4) shall not apply in the case 
of the amalgamating company, and 

(ii) the provisions of this section shall, as far as may be. apply to the 
amalgamated company as they would have applied to the amalgamating com- 
pany if the latter had not so sold or otherwise transferred the rights. 

35B. Export markets development allowance.— (1) (a) Where an assessce, 
being a domestic company or a person ( other than a company ) who is resident 
in India, has incurred after the 29th day of February, 1968, whether directly or 
in association with any other person, any expenditure ( not being in the nature 
of capital expenditure or personal expenses of the assessee ) referred to in clause 
(b), he shall, subject to the provisions of this section, be allowed a deduction 
of a sum equal to one and one-third times the amount of such expenditure 
incurred during the previous year. 

(b) The expenditure referred to in clause (a) is that incurred wholly and 
exclusively on — 

(i) advertisement or publicity outside India in respect of the goods, 
services or facilities which the assessee deals in or provides in the course of his 
business ; 

(ii) obtaining information regarding markets outside India for such 
goods, services or facilities ; 

(iii) distribution, supply or provision outside India of such goods 
services or facilities, not being expenditure incurred in India in connection 
therewith or expenditure (whether incurred) on the carriage of such goods to 
their destination outside India or on the insurance of such goods while in transit ; 

(iv) maintenance outside India of a branch, office or agency for the 
promotion of the sale outside India of such goods, services qr facilities ; 

(v) preparation and submission of tenders for the supply or provision 
outside India of such goods, services or facilities, and activities incidental 
thereto ; 

(vi) furnishing to a person outside India samples or technical informa- 
tion for the promotion of the sale of such goods, services or ; 

W travelling outside India for the promotion of the sale outside 
India of such goods, services or facilities, including travelling outward from, and 
return to, India ; 



(viii) performance of services outside India in connection with, or 
incidental to, the execution of any contract for the supply outside India of such 
goods, services or facilities ; 

(ix) such other activities for the promotion of the sale outside India 
of such goods, services or facilities as may be prescribed. 

Explanation. — In this section, “domestic company” shall have the meaning 
assigned to it in clause (2) of Section 80B. 

(2) Where a deduction under this section is claimed and allowed for any 
assessment year in respect of any expenditure referred to in sub-section (1), 
deduction shall not be allowed in respect of such expenditure under any other 
provision of this Act for the same or any other assessment year. 

35C. Agricultural development allowance. — (1) (a) Where any company 
is engaged in the manufacture or processing of any article or thing which 
is made from, or uses in such manufacture or processing as raw material, any 
product of agriculture, animal husbandry, or dairy or poultry farming, and 
has incurred, alter the 29th day of February, 1968 whether directly or through 
an association or body which has been approved for the purpose of th.s 
section by the prescribed authority, any expenditure in the provision of any 
good' “'''ice» or facilities specified in clause (b) to a person [not being a 
pc ■ son referred to in clause (b) sub-section (2) of Section 40A J who is a 
cultivator, grower or producer of such product in India, the company shall, 
subject to the provisions of this section, be allowed a deduction of a sum equal 
to one and one fifth times the amount of such expenditure incurred during the 
previous year. 

(b) The goods, services or facilities referred to in clause (a) are the 
following : — 

(i) fetilisers, seeds, pesticides, concentrates for cattle and poultry feed, 
tools or implements, for use by such cultivator, grower or producer ; 

(ii) dissemination of information on, or demonstration of modem 
techniques or methods of agriculture, animal husbandry, or dairy or poultry 
farming, or advice on such techniques or methods ; 

(iii) such other goods, services or facilities as may be prescribed. 

Explanation. — In computing the expenditure with reference to which deduc- 
tion under this section is to be allowed, the amount, if any received by the 
company in consideration of, or as compensation for, such goods, services or 
facilities shall, be deducted. 

(2) Where a dcdqgtion under this section is claimed and allowed for any 
assessment year in respect of any expenditure of the nature specified in sub- 
section (1) deduction shall not be allowed in respect of such expenditure under 
any other provision of this Act for the same or any other assessment year. 

36. Other deductions. — (1) The deductions provided for in the following 
clauses shall be allowed in respect of the matters dealt with therein, in compu- 
ting the income referred to in Section 28— 

(i) the amount of any premium paid in respect of insurance against risk 
of damage or destruction of stocks or stores used for the purposes of business 
or profession ; 

(ii) any sum paid to an employee as bonus or commission for services 
rendered, where such sum would not have been payable to him as profits or 



4f> INCOME-TAX LAW AND PRACTICE IN INDIA (S©CtioH 

dividend if it had not been paid as bonus or commission : 

Provided that the amount of the bonus or commission is reasonable with 
reference to — 

(a) the 'pay of the employee and the conditions of his service ; 

(b) the profits of the business or profession for the previous year in 
question ; and 

(c) the general practice in a similar business or profession ; 

(iii) the amount of the interest paid in respect of capital borrowed for 
the purpose of the -business or profession : 

Explanation. — Recurring subscriptions paid periodically by shareholders 
or subscribers in Mutual Benefit Societies which fulfil such conditions as may 
be prescribed, shall be deemed to be capital borrowed within the meaning of 
this clause. 

(iv) any sum paid by the assessee as an employer by way of contribution 
towards a recognised provident fund or an approved superannuation fund, sub- 
ject to such limits as may be prescribed for the purpose of recognising the 
provident fund or approving the superannuation fund, as the case may be, and 
subject to such conditions as the Board may think fit to specify in case where 
the contributions are not in the nature of annual contributions of fixed amounts 
or annual contributions fixed on some definite basis by reference to the income 
chargeable under the head “Salaries” or to the contributions or to the number 
of members of the fund. 

(v) any sum paid by the assessee as an employer by way of contribution 
towards an approved gratuity fund created by him for the exclusive benefit of 
his employees under an irrevocable trust ; 

(vi) in respect of animals which have been used for the purposes of the 
business or profession otherwise than as stock-in-trade and have died or become 
permanently useless for such purposes, the difference between the actual cost 
to the assessee of the animals and the amounts, if any, realised in respect of the 
carcasses of animals ; 

(vii) subject to the provisions of sub-section (2), the amount of any 
debt of part thereof, which is establised to have become a bad debt in the 
previous year ; 

(viii) in respect of any special reserve created by a financial corporation 
which is engaged in providing long-term finance for industrial development in 
India, an amount not exceeding — 

(a) in the case of a financial corporation whose j^iid-up share capital 
does not exceed three crores of rupees, twenty-five per cent, 

(b) in the case of any other financial corporation, ten per cent, 

(c) of the total income (computed before making any deduction under 
Chapter VIA ) carried to such reserve account : 

Provided that the corporation is for the time being approved by the Central 
Government for the purposes of this clause : 

Provided further that where the aggregate of the amounts carried to such 
reserve account from time to time exceeds the paid-up share capital ( excluding 
the amounts capitalised from reserves) of the corporation, no allowance under 
this clause shall be made in respect of such excess : 

Explanation. — For the removal of doubts, it is hereby declared that in the 
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case of a financial corporation to which sub-clause (a) applies, if the amount 
carried to the reserve account referred to in this clause in the accounts of the 
previous year relevant to the assessment year commencing on tjie 1st day of 
April, 1966, falls short of twenty-five per cent of the total income and the 
amount transferred to such reserve account in the accounts of the immediately 
succeeding previous year exceeds the amount in respect of which the corpora- 
tion is entitled to the deduction under this clause for the assessment year com- 
mencing on the 1st day of April, 1967, an amount equal to such excess shall, 
for the purpose of allowing the deduction under this clause, be deemed to have 
been transferred to the reserve account in the accounts of the first mentioned 
previous year. 

(ix) any expenditure bonafide incurred by a company for the purpose 
of promoting family planning amongst its employees : 

Provided that where such expenditure or any part thcieof is of a capital 
nature, one-fifth of such expenditure shall be deducted for the previous year 
in which it was incurred ; and the balance thereof shall be deducted in equal 
instalments for each of the four immediately succeeding previous years : 

Provided further that the provisions of sub-section (21 of Section 32 and 
of sub-section (2) of Section 72 shall apply in relation to deduction allowable 
under this clause as they apply in relation to deductions allowable in respect of 
depreciation : 

Provided further that the provisions of clause tii). dii), (iv) and (v) of 
sub-section (2) and sub-section (5) of Section 35, of sub-section (3) of Section 
41 and of Explanation 1 to clause (1) of Section 43 shall, so far as may be, apply 
in relation to an asset representing expenditure of a capital nature for the pur- 
pose of promoting family planning as they apply in relation to an asset repre- 
senting expenditure of a capital nature on scientific research. 

(2) In making any deduction for bad debt or part thereof, the following 
provisions shall apply : 

(i) no such deduction shall be allowed unless such debt or part thereof — 

(a) has been taken into account in computing the income of the 
as.sessee of that previous year or of an earlier previous year, or represents money 
lent in the ordinary course of the business of banking or money-lending which, 
is carried on by the assessee, and 

(b) has been written off as irrecoverable in the accounts of the assessee 
for the previous year : 

(ii) if the amount ultimately recovered on any such debt or part of debt 
is less than the difference between the debt or part and the amount so deducted 
the deficiency shall be deductible in the previous year in which the ultimate 
recovery is made; 

(iii) any such debt or part of debt may be deducted if it has already 
been written off as irrecoverable in the accounts of an earlier previous year, but 
the Income-tax Officer had not allowed it to be deducted on the ground that it 
had not been established to have become a bad debt in that year ; 

(iv) where any such debt or part of debt is written off as irrecoverable 
in the accounts of the previous year and the Income-tax Officer is satisfied that 
such debt or part became a bad debt in any earlier previous year not falling 
beyond a period of four previous years immeditaely preceding the previous year 
in which such debt or part is written off. the provisions of sub-section (6) pf 
Section 155 shall apply. 
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3T. General. — ( 1 ) Any expenditure (not being expenditure of the nature 
described in Sections 30 to 36 and not being in the nature of capital expenditure 
or personal expenses of the assessee ), laid out or expended wholly and exclu- 
sively for the purposes of the business or profession shall be allowed in comput- 
ing the income chargeable under the head “Profits and gains of business or 
profession.” 

(2) Notwithstanding anything contained in sub-section ( 1 ), no expenditure 
in the nature of entertainment expenditure shall be allowed in the case of a 
company, which exceeds the aggregate amount computed as hereunder — 

(i) on the first Rs. 10,00,000 of the profits and 

gains of the business (computed before making any at the rate of l'),, or 
allowance under Section 33 or Section 33A or in res- Rs. 5,000, whichever 

pcct of entertainment expenditure) is higher; 

(ii) on the next Rs. 40,00,000 of the profits and 
gains of the business ( computed in the manner 

aforesaid ) at the rate of x / 2 % ; 

(iii) on the next Rs. 1,20,00,000 of the profits 
and gains of the business ( computed in the manner 

aforesaid) at the rate ot ’ 4 °, ; 

(iv) on the balance of the profits and gains of 

the busiucss ( computed in the manner aforesaid ) nil. 

(2A) Notwithstanding anything contained in sub-section (I) or sub-section 
( 2 ) no allowance shall be made in respect of so much of the expenditure in the 
nature of entertainment expend'ture incurred by any assessee during any previous 
year which expires after the 30th day of September, 1967, as is in excess of the 
aggregate amount computed as hereunder — 

(i) on the first Rs/ 10,00,000 of the profits and 

gains of the business or profession ( computed before at the rate of w /‘ 
making any allowance under Section 33 or Section or Rs. 5,000 which- 
33A or in respect of entertainment expenditure ) ever is h'gher ; 

(ii) on the next Rs. 40,00,000 of the profits and 
gains of the business or profession ( computed in the 

manner aforesaid) at the rate of X £'Y< ; 

(iii) on the next Rs. 1,20,00,000 of the profits 
and gains of the business or profession ( computed in 

the manner aforesaid) at the rate of 4% • 

(iv) on the balance of the profits and gains t 

of the business or profession ( computed in the manner 
aforesaid ) nil. 

Provided that where the previous year of any assessee falls partly before 
and partly after the 30th 4 day of September, 1967, the allowance in respect of 
such expenditure incurred during the previous year shall not exceed — 

(a) in the case of a company — 

m in respect of such expenditure incurred before the 1 st day of 
October. *1967, the sum which bears to the aggregate amount computed at the 
rate or rafes specified in sub-section ( 2 ), the same proportion as the number 
of days Comprised in the period commencing on the first day of such previous 
year andeoding with ‘the 30th day of Septetmber, 1967, bears to the total number 
of days |i the previous year ; 



(ii) in respect of such expenditure incurred after the 30th day of 
September, 1967 the sum which bears to the aggregate amount computed at 
the rate or rates specified in this sub-section, the same proportion as the number 
of days comprised in the period commencing on the 1st day of October, 1967 
and ending with the last day of the previous year bears to the total number of 
days in the previous year ; 

(b) in any other case — 

(i) in respect of such expenditure incurred before the 1st day of Octo- 
ber, 1967, the amount admissible under sub-section (1) ; 

(ii) in respect of such expenditure incurred after the 30th day of 
September, 1967, the sum which bears to the aggregate amount computed at 
the rate or rates specified in this sub-section, the same proportion as the number 
of days comprised in the period commencing on the 1st day of October, 1967 
and ending with the last day of the previous year bears to the total number 
of days in the previous year. 

Explanation. — For the purposes of this sub-section and sub-section (2B) 
“entertainment expenditure” includes — 

(i) the amount of any allowance in the nature of entertainment 
uilow-ince paid by the assessee to any employee or other person after the 29th 
day of February, 1968 ; 

(ii) the amount of any expenditure in the nature of entertainment 
expenditure [not being expenditure incurred out of an allowance of the nature 
referred to in clause (i)] incurred after the 29th day of February, 1968, for the 
purposes of the business or profession of the assessee by any employee or 
other person. 

(2B) Notwithstanding anything contained in this section, no allowance shall 
be made in respect of expenditure in the nature of entertainment expenditure 
incurred within India by any assessee after the 28th day of February, 1970. 

(3) Notwithstanding anything contained in sub-section (1), any expenditure 
incurred by an assessee after the 31st day of March, 1964, on advertisement or 
maintenance of any residential accommodation including any accommodation 
in the nature of a guest house or in connection with travelling by an employee 
or any other person ( including hotel expenses or allowances paid in connection 
with such travelling) shall be allowed only to the extent, and subject to such 
conditions, if any, as may be prescribed. 

(4) Notwithstanding anything contained in sub-section (1) or sub-section 
(3),- 

(i) no allowance shall be made in respect of any expenditure incurred 
by the assessee after the 28th day of February, 1970, on the maintenance of any 
residential accommodation in the nature of a guest house ( such residential 
accommodation being hereafter in this sub-section referred to as ‘‘guest house” ) ; 

(ii) in relation to the assessment year, commencing on the 1st day of 
April, 1971, or any subsequent assessment year, no allowance shall be made in 
respect of depreciation of any building used as a guest house or depreciation 
of any Assets in a guest house : 

Provided that the aggregate of the expenditure referred to in clause (i) and 
the amount of any depreciation referred to in clause (ii) shall, for the purposes 
of this sub-section, be reduced by the amount, if any, received from persons 
using the guest house : 

II-7 
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Provided further that nothing in this sub-section shall apply m relation to 
any guest house maintained as a holiday home if such gu 

(a) is maintained by an assessec who has throughout the previous year 
employed not less than one hundred whole-time employees in a business or pro- 
fession carried on by him ; and 

(b) is intended for the exclusive use of such employees while on leave. 

Explanation. — For the purposes of this sub-section,— 

(i) residential accommodation in the nature of a guest house shall include 
accommodation hired or reserved by the assessee in a hotel for a period exceeding 
one hundred and eighty-two days during the previous year : and 

(ii) the expenditure incurred on the maintenance of a guest house shall, 
in a case where the residential accommodation has been hired by the assessee, 
include also the rent paid in respect of such accommodation. 


38. Building, etc. partly used for business etc., or not exclusively so used. — 

( 1 ) Where a part of any premises is used as dwelling house by the assessee 

(a) the deduction under sub-clause (i) of clause (a) of Section 30 in the 
case of rent, shall be such amount as the Income-tax Officer may determine 
having regard to the proportionate annual value of the part used for the purpose 
of the business or profession, and in the case of any sum paid for repairs, such 
sum as is proportionate to the part of the premises for the purpose of the 
business or profession. 

(b) the deduction under clause (b) of Section 30 shall be such sum as 
the Income-tax Officer may determine having regard to the part so used. 

(2) Where any building, machinery, plant or furniture is not exclusively 
used for the purpose of the business or profession, the deduction under sub- 
clause (ii) of clause (a) .and clause (c) of Section 30. clauses (i) and (ii) of 
Section 31 and clauses (i), (ii) and (iii) of sub-section (1) of Section 32 shall be 
restricted to a fair proportionate part thereof which the Income-tax Officer mav 
determine, having regard to the user of such building, machinery, plant or 
furniture for the purposes of the business or profession. 

39 . Managing agency commission. — Where a managing agent of a com- 
pany, is liable under an agreement in writing made for adequate consideration 
to share managing agency commission with a third party, the said agent and 
the said narfv or parties shall file a declaration showing the proportion in 
which such commission is shared between them under the agreement, and on 
proo* to the satisfaction of the Income-tax Officer of the facts contained in such 
declaration, such agent and each such partv shall bo chargeable onlv on the 
share to which such agent or party is entitled under the agreement. 

40. Amount not deductible. — Notwithstanding anything to the contrary in 
Sections 30 to 39. the following amounts shall not be deducted in computing 
the income chargeable under the head “Profits and gains of business or 
profession.” 

(a) in the case of any assessee — 

(i) any interest chargeable under this Act which is payable outside 
India (not being interest on a loan issued for public subscription before the 1st 

°f *^8 ), on which tax has not been paid or deducted under Chapter 
XVII-B and in respect of which there is no person in India who may be treated 
as an agent under Section 16? ; 
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(ii) any sum paid on account of any rate or tax levied on the profits or 
gains of any business or profession or assessed at a proportion of, or otherwise 
on the basis of, any profits or gains ; 

(iii) any payment which is chargeable under the head “Salaries”, if it is 
payable outside India if the tax has not been paid thereon nor deducted there- 
lrom under Chapter XVII-B ; 

(iv) any payment to a provident or other fund established for the benefit 
of employees of the assessee, unless the assessee has made effective arrangements 
to secure that tax shall be deducted at source trom any payments made from the 
fund which are chargeable to tax under the head “Salaries” ; 

(v) any expenditure which results directly or indirectly in the provision 
of any benefit or amenity or perquisite, whether convertible into money or not, 
to an employee ( including any sum paid by the assessee in respect of any obli- 
gation which but for such payment would have been payable by such employee ) 
or any expenditure or allowance in respect of any assets ol the assessee used 
by such employee either wholly or partly loi his own purposes or benefit, to the 
extent such expenditure or allowance exceeds one-hlih ol the amount ol salary 
payable to the employee, or an amount calculated at the rale of one thousand 
rupees loi each month or part thcreoi comprised in the period ol his employ- 
ment during the previous year, whichever is less. 

Provided that in computing the aforesaid expenditure or allowance the 
following shall not be taken into account, namely 

(a) any payment by way oi gratuity ; 

(b) the value of any travel concession or assistance reierred to in clause 
(5) oi Section 10 ; 

(c) passage moneys or the value ol any tree or concessional passage 
referred to in sub-clause (l) of clause (6) of Section 10; 

(d) any payment of lax referred to in sub-clause (vu) oi clause (6) of 
Section 10 ; 

(e) any sum referred to in sub-clause (vii) of clause (1) of Section 17 ; 

(t) any sum referred to in sub-clause (y) of clause (2) of Section 17 ; 

(g) the amount ot any compensation referred to in sub-clause (i) or any 
payment referred to in sub-clause (ii) of clause (3) of Section 17 ; 

(h) any payment referred to in clause (iv) or clause (v) of sub-section 
(1) ol Section 36 ; and 

(i) any expenditure referred to in clause (ix) of sub-section (1) of 
Section 36 : 

Provided further that nothing in this sub-clause shall apply to any expen- 
diture which results directly or indirectly in the provision of any benefit or 
amenity or perquisite to any employee whose income chargeable under the head 
“Salaries” is seven thousand five hundred rupees or less. 

Explanation 1. — The provisions of this sub-clause shall apply notwithstanding 
that any amount not to be allowed under this sub-clause is included in the total 
income of the employee. 

Explanation 2. — In this sub-clause, the word “Salary” shall have the mean- 
ing assigned to it in clause (h) of rule 2 of Part A of the Fourth Schedule. 
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(4) Notwithstanding anything contained in any other law for the time being 
in force or in any contract, where any payment in respect of any expenditure 
has to be made by a crossed cheque drawn in order that such expenditure may 
not be disallowed as a deduction under sub-section (3), then the payment may 
be made by such cheque or draft ; and where the payment is so made or ten- 
dered, no person shall be allowed to raise, in any suit or other proceeding, a 
plea based on the ground that the payment was not made or tendered in cash 
or in any other manner. 

41. Profits chargeable to tax.— (1) Where an allowance or deduction has 
been made in the assessment for any year in respect of lass, expenditure or 
trading liability incurred by the assessee, and subsequently during any previous 
year the assessee has obtained, whether in cash or in any other manner whatso- 
ever, any amount in respect of such loss or expenditure or some benefit in respect 
of such trading liability by way of remission or cessation thereof, the amount 
obtained by him or the value of benefit accruing to him, shall be deemed to be 
profits and gains of business or profession and accordingly chargeable to in- 
come-tax as the income of that previous year, whether the business or profession 
in respect of which the allowance or deduction has been made is in existence in 
that year or not. 

(2) Where any building, machinery, plant or furniture which is owned 
by the assessee and which was or has been used tor the purposes of business or 
protession is sold, discarded, demolished or destroyed and me moneys payable 
in respect oi such building, machinery, plant or luiniluie, as the case may be, 
so much of the excess as uoes not exceed the ditlerence between the actual cost 
and the written down value shall be chargeable to income-tax as income ol the 
business or profession ol the previous year in which the moneys payable, for the 
building, machmery, plant or furniture became due : 

Provided that where the bunding sold, discarded, demolished or destroyed 
is a building to which Explanation 5 to Section 43 applies, and the moneys 
payable in respect ol suen building, together with the amount ol scrap value, 
u any, exceed uie actual cost as determined under that Explanation, so much of 
the excess as does not exceed the difference between the actual cost so deter- 
mined and the written down value shall be chargeable to income-tax as income 
ol the business or profession oi such previous year. 

Explanation. — Where the moneys payable in respect of the building, 
machinery, plant or furniture referred to in this sub-section become due in a 
previous year in which the business or profession, for the purpose of which the 
building, machinery, plant or furniture was being used is no longer in existence, 
the provisions of this sub-section shall apply as if the ’business or profession is 
in existence in that previous year. 

(3) Where an asset representing expenditure of a capital nature on scienti- 
fic research within the meaning of clause (iv) of sub-section (1) of Section 35, 
lead with clause (4) of Section 43, is sold, without having been used for other 
purposes, and the proceeds of the sale together with the total amount of the 
deductions made under clause (i) of sub-section (2) of Section 35 qxceed the 
amount of the capital expenditure, the excess or the amount of the deductions 
so made, whichever is the less, shall be chargeable to income-tax as income of 
the business or profession of the previous year in which the sale took place. 

Explanation. — Where the moneys payable in respect of any asset referred 
to in this sub-section become due in a previous year in which the business is no 
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longer in existence, the provisions of this sub-section shall apply as if the 
business is in existence in that previous year. 

(4) Where a deduction has been allowed in respect of bad debt or part 
of debt under the provisions of clause (vii) of sub-section (1) of Section 36, then, 
if the amount subsequently recovered on any such debt and the amount so 
allowed, the excess shall be deemed to be profits and gains of business or profes- 
sion and accordingly chargeable to income-tax as the income of the previous year 
in which it is recovered, whether the business or pro r ession in respect of which 
the deductions has been allowed is in existence in that year or not. 

Explanation. — The expression “moneys payable - ' and the expression “sold” 
in sub-sections (2) and (3) shall have the same meanings as in sub-section (1) of 
Section 32. 

(5) Where the business or profession referred to in this section is no longer 
m existence and there is income chargeable to tax under sub-section (1), sub- 
section (2), sub-section (3) or sub-section (4) in respect of that business or profes- 
sion, any loss, not being a loss sustained in speculation business or under the 
head “Capital gains”, which arose in that business or profession during the pre- 
vious year in which it ceased to exist and which could not be sei otf against 
any other income of that previous year shall so far as may be. set off against 
the income chargeable to tax under the sub-sections aforesaid. 

-?2. Special provisions for deductions in the case of business for prospect- 
ing etc., for mineral oil. — For the purpose of computing the profits or gams 
of any business consisting of the prospecting for or extraction or production 
of mineral oils in relation to which the Central Government has entered into an 
agreement uilh any person for the association or participation in such business 
of the Central Government (which agreement has been laid on the Tabic o! 
each House of Parliament ) there shall be made in lieu of, or in addition to, 
the allowance admissible under this Act, such allowances as arc specified in the 
agreement in relation — 

(a) to expenditure by way of infructuous or abortive exploration 
expenses in respect of any area surrendered prior to the beginning of commer- 
cial production by the assessee ; 

(b) after the beginning of commercial production, to expenditure incurred 
by the assessee, whether before or after such commercial production, in respect 
of drilling or exploration activities or services or in respect of physical assets 
used in that connection, except assets on which allowance for depreciation is 
admissible under Section 32 ; and 

(c) to the depiction of mineral oil in the mining area in respect of the 
assessment year relevant fo the previous year in which commercial production is 
begun for such succeeding year or years as may be specified in the agreement ; 

and such allowances shall be computed and made in the manner specified 
in the agreement, the other provisions of this Act being deemed for this purpose 
to have been modified to the extent necessary to give effect to the terms of the 
agreement. 

43. Definitions of certain terms relevant to income from profits and gains 
of business or profession. — In Sections 28 to 41 and in this section, unless the 
context otherwise requires — 

(1) “actual cost” means the actual cost of the assets to the assessee, 
reduced by that portion of the cost thereof, if any, as has been met directly or 
indirectly by any other person or authority : 
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Provided that where the actual cost of an asset, being a motor car which 
is acquired by the assessee after the 31st day of March, 1967, and is used other- 
wise than in a business of running it on hire for tourists, exceeds twenty-five 
thousand rupees, the excess of the actual cost over such amount shall be ignored, 
and the actual cost thereof shall be taken to be twenty-five thousand rupees. 

Explanation 1. — Where an asset is used in the business after it ceases to 
be used for scientific research related to that business and a deduction has to 
be made under clause (i), clause (ii) or clause (iii) of sub-section (1) of Section 32 
in respect of that asset, the actual cost of the asset to the assessee shall be the 
actual cost to the assessee as reduced by the amount o r any deduction allowed 
under clause (iv) of sub-section (1) of Section 35 or under any corresponding 
provision of the Indian Income-tax Act, 1922 (11 of 1922). 

Explanation 2. — Where an asset is acquired by the assessee by wav of 
gift or inheritance, the actual cost of the asset to the assessee shall be the written 
down value thereof as in the case of the previous owner for the previous year in 
which the asset is so acquired or the market value theieof on the date of such 
acquisition, whichever is the less. 

Explanation 3. — Where, before the date of acquisition bv the assessee. (lie 
assets were at any time used by anv other person for the purposes o r his busi- 
ness or profession and the Income-tax Officer is satisfied that the main purpose 
of the transfer of such assets, directly or indirectly to the assessee, was the re- 
duction of a liability to income-tax (bv claiming depreciation with reference to 
an enhanced cost), the actual cost to the assessee shall be such an amount as 
the Income-tax Officer may, with the previous approval of the Inspectinp 
Assistant Commissioner, determine having regard to all the circumstances of 
the case. 

Explanation 4. — Where assets which had once belonged to the assessee 
and had been used by him for the purposes of his business or profession and 
thereafter ceased to be His property by reason of transfer or otherwise, arc re- 
acquired by him, the actual cost to him when he first acquired the assets less 
the depreciation actually allowed to him under this Act or under the corres- 
ponding provisions of the Indian Income-tax Act, 1922 ( II of 1922), diminished 
by any loss deducted or as the case may be, increased by any profit assessed, 
under the provisions of the clause (iii) of sub-section (1) of Section 32 or sub- 
section (2) of Section 41 of this Act or under the corresponding provisions of 
the Indian Income-tax Act, 1922 (11 of 1922), or the actual price for which 
the asset is re-acquired by him, whichever is the less. 

Explanation 5. — Where a building previously the 'property of the assessee 
is brought into use for the purpose of the business or profession after the 28th 
day of February, 1946, the actual cost to the assessee shall be the actual cost of 
the building to the assessee, as reduced by an amount equal to the depreciation 
calculated at the rate in force on that date that would have been allowable had 
the building been used for the aforesaid purposes since the date of its acquisition 
by the assessee. 

Explanation 6.— -When any capital asset is transferred by a holding com- 
pany to its subsidiary company or, by a subsidiary company to its holding com- 
pany, then, if the conditions of clause (iv) or as the case may be, of clause (v) of 
Section 47 are satisfied, the actual cost of the transferred capital asset to the 
transferee company shall be taken to be the same as it would have been if the 
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transferor company had continued to hold the capital asset for the purposes 
6f its business. 

Explanation 7. — Where, in a scheme of amalgamation, any capital asset is 
transferred by the amalgamating company to the amalgamated company and the 
amalgamated company is an Indian company, the actual cost of the transferred 
capital have been if the amalgamating company shall be taken to be the same as 
it would have been if the amalgamating company had continued to hold the 
capital asset for the purposes of its own business ; 

(2) “paid” means actually paid or incurred according to the method of 
accounting upon the basis of which the profits or gains are computed under the 
head “Profits and gains of business or profession” ; 

(3) “plant” includes ships, vehicles, books, scientific apparatus and surgical 
equipment used for the purposes of the business or profession ; 

(4) (i) “scientific research” means any activities for the extension of 
knowledge in the fields of natural or applied science including agriculture, 
animal husbandry or fisheries ; 

(ii) reference to expenditure incurred on scientific research include all 
expenditure incurred for the prosecution, or the provision of facilities for the 
prosecution, of scientific research, but do not include any expenditure incurred 
ir ♦hr acquisition or rights in, or arising out of scientific research ; 

tiiil references to scientific research related to a business or class of 
business include — 

(a) any scientific reseat ch which may lead to or facilitate an extension 
of that business or, as the case may be, all business of that class ; 

(b) any scientific research of a medical nature which has special 
relation to the welfare of workers employed in that business or, as the case may 
be, all business of that class ; 

(5) “speculative transaction” means a transaction in which a contract for 
the purchase or sale of any t-ummodity, including stocks and shares, is periodi- 
cally or ultimately settled otherwise than by the actual delivery or transfer of 
the commodity or scrips : 

Provided that for the purposes of this clause — 

(a) a contract in respect of raw material or merchandise entered into 
by a person in the course of his manufacturing or merchanting business to guard 
against loss through future price fluctuations in respect of his contracts for 
actual delivery of goods manufactured by him or merchandise sold by him ; or 

(b) a contrrct in respect of stocks and shares entered into by a dealer 
or investor therein to guard against loss in his holdings of stocks and shares 
through price fluctuations ; or 

(c) a contract entered into by a member of a forward market or a 
stock exchange in the course of any transaction in the nature of jobbing or 
arbitrage to guard against loss which may arise in the ordinary course of his 
business as such member; 

shall not be deemed to be a speculative transaction ; 

(6) “written down value” means — 

(a) in the case of assets acquired in the previous year the actual cost 
to the assessee ; 

II-8 
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(b) in the case of assets acquired before the previous year, the actual 
cost to the assessee less all depreciation actually allowed to him under this Act, 
or under the Indian Income-tax Act, 1922 ( 11 of 1922) or any Act repealed 
by that Act, or under any executive orders issued when the Indian Income-tax 
Act, 1886 (2 of 1886) was in force : 

Provided that in determining the written down value in respect of buildings, 
machinery or plant for the purposes of clause (ii) of sub-section (1) of Section 
32, “depreciation actually allowed” shall not include depreciation allowed under 
sub-clauses (a), (b) and (c) of clause (vi) of sub-section (2) of Section 10 of the 
Indian Income-tax Act, 1922 (11 of 1922), where such depreciation was not 
deductible in determining the written down value for the purposes of the said 
clause (vi). ' 

Explanation 1 . — When in a case of succession in business or profession 
an assessment is made on the successor under sub-section (2) of Section 170 the 
written down value of any asset shall be the amount which would have been 
taken as its written down value if the assessment had been made directly on the 
person succeeded to. 

Explanation 2.— When any capital asset is transferred by holding com- 
pany, then, if the conditions of clause (iv) or, as the case may be, of clause 
(v) of Section 47 are satisfied, the written down value of the transferred capital 
asset to the transferee company shall be taken to be the same as it would have 
been if the transferor company had continued to hold the capital asset for the 
purposes of its business. 

Explanation 2A. — Where, in a scheme of amalgamation, any capital asset 
is transferred by the amalgamating company to the amalgamated company and 
the amalgamated company is an Indian company, the written down value of the 
transferred capital asset to the amalgamated company shall be taken to be the 
same as it would have been if the amalgamating company had continued to hold 
the capital asset for the purposes of its business. 

Explanation 3. — Any allowance in respect of any depreciation carried 
forward under sub-section (2) of Section 32 shall be deemed to be depreciation 
“actually allowed”. 

43A. Special provisions consequential to changes in rate of exchange of 
currency. — (1) Notwithstanding anything contained in any other provision of 
this Act, where an assessee has acquired any asset from a company outside India 
for the purposes of his business or profession and, in consequence of a chance 
in the rate of exchange at any time after the acquisition of such asset, there is 
an increase or reduction in the liability of the assesSee as expressed in Indian 
currency for making payment towards the whole or a part of the cost of the 
asset or for repayment of the whole or a part of the money borrowed bv him 
from any person, directly or indirectly, in any foreign currency specifically . 
for the purpose of acquiring the asset ( being in either case the liability 
existing immediately before the date on which the change in the rate of 
exchange takes effect), < the amount by which the liability aforesaid is so 
increased or reduced during the previous year shall be added to, or. as the 
case may be. deducted from, the actual cost of the asset as defined in clause (1) 
of Section 43 or the amount of expenditure of a capital nature referred to 
in clause (iv) of sub-section (1) of Section 35 or in Section 35A or in clause 
(ix) of sub-section (1) of Section 36 or in the case of a capital asset (not being 
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a capital asset referred to in Section 50 ), the cost of acquisition thereof for the 
purposes of Section 48, and the amount arrived at after such addition or deduc- 
tion shall be taken to be the actual cost of the asset or the amount of expendi- 
ture of a capital nature or. as the case may be the cost of acquisition of the 
capital asset as aforesaid. 

Explanation 1. — In this sub-section, unless the context otherwise requires. — 

(a) “rate of exchange” means the rale of exchange determined or recog- 
nised by the Central Government for the conversion of Indian currency into 
foreign currency or foreign currency into Indian currency ; 

(b) “foreign currency” and “Indian currency” have the meanings res- 
pectively assigned to them in Section 2 oi the Foreign Exchange Regulation Act, 
1947. 

Explanation 2. — Where the whole or any part of the liability aforesaid i* 
met, not by the assessee, but directly or indirectly, by any other person or 
authority, the liability so met shall not be taken into account for the purposes 
of this sub-section. 

Explanation 3. — Where the assessee has entered into a contract with an 
authorised dealer as defined in Section 2 of the Foreign Exchange Regulation 
Af't. 1947 for providing him with a specilied sum in a foreign currency on or 
after a >ti pulated future date at the rate o. L exchange specified in the contract 
to enable him to meet the whole or any part of the liability aforesaid, the 
amount, if any, to be added to, or deducted from, the actual cost of the asset 
or the amount of expenditure of a capital nature or as the case may be, the 
cost of acquisition of the capital asset under thi-. sub-section shall, in respect 
of so much of the sum specified in the contract as is available lor discharging 
the liability aforesaid, be computed with reference to the rate of exchange speci- 
fied. therein. 

(2) The provisions of sub-section (1) shall not be taken into account in 
computing the actual cost of an asset for the purposes of the deduction on 
account of development rebate under Section 33. 

44. Insurance business. — Notwithstanding anything to the contrary con- 
tained in the provisions of the Act relating to the computation of income 
chargeable under the head “Interest on securities”. “Income from house pro- 
perty”, “Capital gains” or "Income from other sources” or in Section 199 or 
in Sections 28 to 43A profits and gains of any business of insurance, including 
any such business carried on by a mutual insurance company or by a co- 
operative society, shall be, computed in accordance with the rules contained in 
the First Schedule. 

44A. Special provision for deduction in the case or trade, professional or 
similar association. — (1) Notwithstanding anything to the contrary contained 
in this Act, where the amount received during a previous year by any trade, 
professional or similar association [other than an association or institution 
referred to in clause (23A) of Section 10] from its members, whether by way of 
subscription or otherwise (not being remuneration received for rendering any 
specific services to such members) falls short of the expenditure incurred by 
such association during that previous year (not being expenditure deductible in 
compdting the income under any other provision of this Act and not being in 
the nature of capital expenditure) solely for the purposes of protection or 
advancement of the common interests of its members, the amount so fallen short 
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(hereinafter referred to as deficiency) shall, subject to the provisions of this 
section, be allowed as a deduction in computing the income of the association 
assessable for the relevant assessment year under the head “Profits and gains 
of business or profession” and if there is no income assessable under that head 
or the deficiency allowable exceeds such income, the whole or the balance of 
the deficiency, as the case may be, shall be allowed as a deduction in computing 
the income of the association assessable lor the relevant assessment year under 
any other head. 

(2) In computing the income of the association for the relevant assess- 
ment year under sub-section (1), effect shall first be given to any other provi- 
sion of this Act under which any allowance or loss in respect of any earlier 
assessment year is carried forward and set off against the income for the relevant 
assessment year. 

(3) The amount of deficiency to be allowed as a deduction under this 
section shall in no case exceed one-half of the total income of the association as 
computing before making any allowance under this section. 

(4) This section applies only to that trade, professional or similar associa- 
tion the income of which or any part thereof is not distributed to its members 
except as grants to any association or institution affiliated to it. 

E. — Capital gains 

45. Capital gains. — (1) Any profits or gains arising from the transfer of 
a capital asset effected in the previous year shall, save as otherwise provided in 
Sections 53. 54 and 54B be chargeable to income-tax under the head “Capital 
gains”, and shall be deemed to be the income of the previous year in which the 
transfer took place. 

(2), (3) and (4) Omitted. 

46. Capital gains on distribution of assets by companies in liquidation. — 

(1) Notwithstanding anything contained in Section 45, where the assets of a 
company are distributed* to its shareholders on its liquidation, such distribution 
shall not be regarded as a transfer by the company for the purposes of 
Section 45. 

(2) Where a shareholder on the liquidation of a company receives any 
money or other assets from the company he shall be chargeable to income-tax 
under the head “Capital gains”, in respect of the money so received or the 
market value of the other assets on the date of distribution, as reduced by the 
amount assessed as dividend within the meaning of sub-clause (c) of clause (22) 
of Section 2 and the sum so arrived at shall be deemed to be the full value of 
the consideration for the purposes of Section 48. 

47. Transaction not regarded as transfers.-— Nothing contained in Section 
45 shall apply to the following transfers — 

(i) any distribution of capital assets on the total or partial partition of 
a Hindu undivided family ; 

(ii) any distribution of capital assets on the dissolution of a firm, body 
of individuals or other aslociation of persons ; 

(iii) any transfer of a capital asset under a gift or will or an irrevocable 

trust ; 

(iv) any transfer of a capital asset by a company to its subsidiary 
company, if— 
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(a) the parent company or its nominees hold the whole of the share 
capital of the subsidiary company, and 

(b) the subsidiary company is an Indian company ; 

(v) any transfer of a capital asset by a subsidiary company to the 
lidding company if— 

(a) the whole of the share capital of the subsidiary company is held 
by the holding company, and 

(b) the holding company 

(vi) any transfer, in a scheme of amalgamation, of a capital asset by the 
amalgamating company to the amalgamated company if the amalgamated com- 
pany is an Indian company ; 

(vii) any transfer by a shareholder, in a scheme of amalgamation of a 
capital asset being a share or shares held by him in the amalgamating 
company if— 

(a) the transfer is made in consideration of the allotment t" him o' 
any share or shares in the amalgamated company, a;. 1 

(b) the amalgamated company is an Indian company. 

(viii) any transfer of agricultural land in India effected before the 1st 
d:iv of March, 1970. 

48. Mode of computation and deductions. — The income chargeable under 
the head “Capital gains” shall be computed by deducting from the full value 
of the consideration received or accruing as a result of the transfer of the capital 
asset the following amounts, namely— 

(i) expenditure incurred wholly and exclusively in connection with such 
transfer ; 

(li) the cost of acquisition of the capital asset and the cost of any im- 
provement thereto. 

49. Cost with reference to certain modes of acquisition. — (1) Where the 
capital asset became the property of the assessee — 

(i) on any distribution of assets on the total or partial partition of a 
Hindu undivided family ; 

(ii) under a gift or will; 

(iii) (a) by succession, inheritance or devolution, or 

(b) on any distribution of assets on the dissolution of a firm, body 
of individuals or other association of persons, or 

(c> on any distribution of assets on the liquidation of a company, or 

(d) under a transfer to a revocable or an irrevocable trust, or 

(e) under any such transfer as is referred to in clause (iv) or clause 
(v) or clause (vi) of Section 47, 

the cost of acquisition of the asset shall be deemed to be the cost for which 
the previous owner of the property acquired it, as increased by the cost of any 
improvement of the assets incurred or borne by the previous owner or the 
assessee, as the case may be. 

Explanation. — In this sub-section the expression “previous owner of the 
property” in relation to any capital asset owned by an assessee means the last 
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previous owner of the capital asset who acquired it by a mode of acquisition 
other than that referred to in clause (i) or clause (ii) or clause (iii) of this 
sub-section. 

(2) Where the capital asset being a shares or shares in an amalgamated 
company which is an Indian company became the porperty of the assessee in 
consideration of a transfer referred to in clause (vii) of Section 47, the cost of 
acquisition of the asset shall be deemed to be cost of acquisition to him of 
the share or shares in the amalgamating company. 

50. Special provision for computing cost of acquisition in the case of 
depreciable assets. — Where the capital asset is an asset in respect of which a 
deduction on account of depreciation has been obtained by the assessee in any 
previous year either under this Act or under the Indian income-tax Act, 1922 
( 11 of 1922). or any Act repealed by that Act, or under executive orders issued 
when the Indian Income-tax Act, 1886 (2 of 1886) was in force, the provisions 
of Sections 48 and 49 shall be subject to the following modifications — 

(1) The written down value, as defined in clause (6) of Scetion 43 of the 
asset, as adjusted, shall be taken as the cost of acquisition of the asset. 

(2) Where under any provision of Section 49. read with sub-section (2) of 
Section 55, the fair market value of the asset on the 1st day of January, 1954, 
is to be taken into account at the option of the assessee, then, the cost of acqui- 
sition of the asset shall, at the option of the assessee, be the fair market value 
of the asset on the said date, as reduced by the amount of depreciation, if any, 
allowed to the assessee after the said date, and as adjusted. 

51. Advance money received. — Where any capital asset was on any 
previous occasion the subject of negotiations for its transfer, any advance or 
other money received and retained by the assessee in respect of such negotiations 
shall be deducted from the cost for which the asset was acquired or the written 
down value or the fair market value as the case may be, in computing the cost 
of acquisition. 

52. Consideration for transfer in cases of under-statement — (1) Where the 
person who acquires a capital asset from an assessee is directly or indirectly 
connected with the assessee and the Income-tax Officer has reason to believe that 
the transfer was with object of avoidance or reduction of the liability of the 
assessee under Section 45, the full value of the consideration for the transfer 
shall, with the previous approval of the Inspecting Assistant Commissioner, be 
taken to be the fair market value of the capital asset on the date of the transfer. 

(2) Without prejudice to the provisions of sub-section (1) if in the opinion 
of the Income-tax Officer the fair market value of a capital asset transferred by 
an assessee as on the date of the transfer exceeds the full* value of the considera- 
tion declared by the assessee in respect of the transfer of such capital asset by 
an amount of not less than fifteen per cent of the value so declared, the full value 
of the consideration for such capital asset shall, with the previous approval of 
the Inspecting Assistant Commissioner, be taken to be its fair market value on 
the date of its transfer. 

53. Capital gains exempt from tax.— Notwithstanding anything contained 
in Section 45, where a capital gain arises from the transfer of one or more 
capital assets, being buildings or lands appurtenant thereto, the income of which 
is chargeable under the head “Income from house property’', and the full 
aggregate value of the consideration for which the transfer is made does not 
exceed twenty-five thousand rupees, the capital gam shall not be included in ,the 
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total income of the assessee *. 

Provided that this section %hall not apply in any cases where the aggregate 
of the fair market values of all capital assets, being buildings or lands appurte- 
nant thereto the income of which is chargeable under the head “Income from 
house property” owned by the assessee immediately before the transfer aforesaid 
is made, exceeds the sum of rupees fifty thousand. 

54. Profits on sale of property used for residence. — Where a capital 
gain arises from the transfer of a capital asset to which the provisions o? Section 
53 are not applicable, being buildings or lands appurtenant thereto the income 
of which is chargeable under the head "Income from house property”, which in 
the two years immediately preceding the date on which the transfer took place 
was being used by the assessee or a parent of his, mainly for the purposes of his 
own or the parent's own residence, and the assessee has within a period of one 
year before or after that date purchased, or has within a period of two years after 
that date constructed, a house property for the purposes of his own residence, 
then, instead of the capital gains being charged to income-tax as income of 
the previous year in which the transfer took place, it shall be dealt with in 
accordance with the following provisions of this section, that is to say. — 

(i) if the amount of the capital gain is greater than the cost of the new 

asset, the difference between the amount o f the. capital gain and the cost of the 

new asset shall be charged under Section 45 as the income of the previous year : 

and for the purpose of computing in respect of the new asset any capital gain 
arising from its transfer within a period of three vears of its purchase or cons- 
truction, as the case may be, the cost shall be nil ; or 

(ii) if the amount of the capital gain is equal or less than the cost of 
the new asset, the capital gain shall not be charged under Section 45 ; and for 
the purpose of computing in respect of the new asset any capital gain arising 
from its transfer within a period of three years of its purchase or construction, 
as the case may be. the cost shall be reduced by the amount of the capital gain. 

54A. Relief of tax on capital gains in certain cases. — (1) Where in the 

case of an assessee, being an individual who is not a citizen of India or being a 
company which is not an Indian company, a capital gain arises from the 
transfer of a capital asset, being shares in an Indian company, and the assessee 
has, within a period o f two years from the date of such transfer, re-invested the 
full value of the consideration or any part thereof received or accruing as a 
result of such transfer in an investment approved bv the Central Government 
in this behalf (hereinafter in this section referred to as the approved invest- 
ments. the assessee shall, subject to the provisions of sub-section (3>. be entitled 
to a credit of a sum calculated in accordance with the provisions of sub-section (2). 

( 2 ) The amount to be eiven as credit under sub-section (IS shall be a sum 
which bears to the amount of income-tax payable bv the assessee on the income 
chargeable under the head “Capital gains” arising from the trans f er referred to 
in sub-section (1> the same proportion as the amount invested in the approved 
investment as reduced by the cost of acquisition fas ascertained for the purposes 
of clause (iiS of Section 48] of the transferred shares bears to the capital gains 
arising from such transfer. 

(3) The amount of credit so calculated shall be given in the following 
manher, namely — 

(a) if the approved investment is made by the assessee within the period 
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of two years aforesaid and before the completion of the assessment in respect 
of the year in which the income arising from such transfer is chargeable to tax, 
the amount of the credit shall, on the assessee making a claim in this behalf 
in the prescribed form and in the prescribed manner, be adjusted against the tax 
payable by the assessee in respect of that assessment year, and 

(b) if the approved investment is made by the assessee within the 
period of two years aforesaid but after the assessment for the relevant year is 
made, the amount of the credit shall, on the assessee making a claim in the 
prescribed form and in the prescribed manner, be deemed to be refund due to 
the assessee under Chapter XIX and all the provisions of this Act shall apply 
accordingly. % 

54B. Capital gam on transfer of land used for agricultural purpose not to 
be charged in certain cases. — Where the capital gain arises from the transfer of 
a capital asset being land which, in the two years immediately preceding the 
date on which the transfer took place, was being used by the assessee or a 
parent of his for agricultural purposes, and the assessee has, within a period of 
two years after that date, purchased any other land for being used for agricul- 
tural purposes, then instead of the capital gain being charged to income-tax as 
income of the previous year in which the transfer took place, it shall be dealt 
with in accordance with the following provisions of this section, that is to say,— 

(i) if the amount of the capital gain is greater than the cost of the land 
so purchased (hereinafter referred to as the new asset), the difference between 
the amount of the capital gain and the cost of the new asset shall be charged 
under Section 45 as the income of the previous year ; and for the purpose of 
computing in respect of the new asset any capital gain arising from its tran.slcr 
within a period of three years of its purchase, the cost shall be nil ; or 

(ii) if the amount of the capital gain is equal to or less than the cost 
of the new asset, the capital gain shall not be charged under Section 45 ; and for 
the purpose of computing in respect of the new asset any capital gain arising 
from its transfer within 'a period of three years of its purchase, the cost shall 
be reduced by the amount of the capital gain. 

55. Meaning of “adjusted”, “cost of improvement” and “cost of acquisi- 
tion”. — (1) For the purposes of Sections 48, 49 and 50,— 

(a) “adjusted”, in relation to written down value or fair market value, 
means diminished by any loss deducted or increased by any profit assessed, 
under the provisions of clause (iii) of sub-section (1) of Section 32 or sub-section 
(2) of Section 41, as the case may be, the computation for this purpose being 
made with reference to the period commencing from the 1st day of January, 
1954, in cases to which clause (2) of Section 50 applies ; 

(b) “cost of any improvement”, in relation to a capital asset, — 

(i) where the capital asset became the property of the previous owner 
or the assessee before the 1st day of January, 1954, and the fair market value of 
the asset on that day is taken as the cost of acquisition at the option of the 
assessee, means all expenditure of a capital nature incurred in making any addi- 
tions or alterations to the capital asset on or after the said date by the previous 
owner or the assessee, and 

(ii) in any other case, means all (expenditure of a capital nature incur- 
red in making any additions or alterations to the capital asset by the assessee 
after it became his property, and where the capital asset became the property 
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of the assessee by any of the modes specified in sub-section (1) of Section 49, by 
the previous owner, 

but does not include any expenditure which is deductible in computing the 
income chargeable under the head “Interest on securities”, “Income from house 
property”, “Profits and gains of business or profession”, or “Income from other 
sources”, and the expression “improvement” construed accordingly. 

(2) For the purposes of Sections 48 and 49, “cost of acquisition”, in rela- 
tion to a capital asset, — 

(i) where the capital asset became the property of the assessee before 
the 1st day of January, 1954, means the cost of acquisition of the asset to the 
assessee or the fair market value of the asset on the 1st day of January, 1954 at 
the option of the assessee ; 

(ii) where the capital asset became the property "Of the assessee by any 
o f the i 'odes specified in sub-section (1) of Section 49, and the capital asset 
became the properly of the previous owner before the 1st day of January, 1954, 
means the cost of the capital asset to the previous owner or the fair market value 
of the asset on the 1st day of January, 1954, at the option of the assessee ; 

(iii) where the capital asset become the property of the assessee on the 
distribution of the capital assets of a company on its liquidation and the assessee 
has Ven assessed to income-tax under the head “Capital gains” in respect of 
that asset under Section 46, means the fair market value of the asset on the date 
of - distribution ; 

(iv) Omitted. 

(v) where the capital asset, being a share or a stock of a company, 
became the property of the assessee on — 

(a) the consolidation and division of all or any of the share capital 
of the company into shares of larger amount than its existing shares, 

(b) the conversion of any shares of the company into stock, 

(c) the re-conversion of any stock of the company into shares, 

(d) the division of any of the shares of the company into shares of 
smaller amount, or 

(e) the conversion of one kind of shares of the company into another 
kind, 

means the cost of acquisition of the asset calculated with reference to the 
cost of acquisition of the shares or stock from which such asset is derived. 

(3) Where the cost /or which the previous owner acquired the property 
cannot be ascertained, the cost of acquisition to the previous owner means the 
fair market value on the date on which the capital asset became the property 
of the previous owner. 


F. — Income from other sources 

56 . Income from other sources.— (1) Income of very kind which is not 
to be excluded from the total income under this Act shall be chargeable to 
income-tax under the head “Income from other sources”, if it is not chargeable to 
income-tax under any of the heads specified in Section 14, items A to E. 

(2) In particular, and without prejudice to the generality of the provision* 

n— 9 
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of sub-section (1), the following income shall be chargeable to income-tax under 
the head " Income from other source ”, namely 

(j) dividends ; 

(ia) income referred to in sub-clause (viii) of clause (24) of Section 2. 

(ii) income from machinery, plant or furniture belonging to the assessee 
and let on hire, if the income is not chargeable to income-tax under the head 
“Profits and gains of business or profession” ; 

(iii) where an assessee lets on hire machinery, plant or funiture belong- 
ing to him and also buildings, and the letting of the buildings is inseparable from 
the letting of the said machinery, plant or furniture, the income from such 
letting, if it is not chargeable to income-tax under the head “Profits and gains of 
business or profession”. 

57. Deductions. — The income chargeable under the head. “Income from 
other sources” shall be computed after making the following deductions 
namely— 

(i) in the case of dividends, any reasonable sum paid by way of commis- 
sion or remuneration to a banker or any other person for the purpose of realising 
such dividend on behalf of the assessee ; 

(ii) in the case of income of the nature referred to in clauses (ii) and 

(iii) of sub-section (2) of Section 56, deductions, so far as may be, in accordance 
with the provisions of sub-clause (ii) of clause (a) and clause (c) of Section 30, 
Section 31, and sub-sections (1) and (2) of Section 32 and subject to the provi- 
sions of Sections 34 and 38 ; 

(iii) any other expenditure (not being in the nature of capital expendi- 
ture) laid out or expended wholly and exclusively for the purpose of making oi 
earning such income. 

58. Amounts not deductible. — (1) Notwithstanding anything to the con- 
trary contained in Section 57, the following amounts shall not be deductible in 
computing the income fchargeable under the head “Income from other sources”, 
namely— 

fa) in the case of any assessee — 

(i) any personal expense of the assessee ; 

(ii) any interest chargeable under this Act which is payable outside 
India (not being interest on a loan issued for public subscription before the 1st 
day of April, 1938) on which tax has not been paid or deducted under Chapter 
XVII-B and in respect of which there is no person in India who may be treated 
as an agent under Section 163 ; 

(iii) any payment which is chargeable under the head “Salaries", if it 
is payable outside India, unless tax has been paid thereon or deducted there- 
from under Chapter XVII-B ; 

(iv) any expenditure or allowance of the nature referred to in sub- 
clause (v) of clause (a) of Section 40, notwithstanding that the amount thereof is 
included in the total income of any employee referred to therein ; 

(b) in the case of a company, any expenditure or allowance of the nature 
referred to in clause (c) of Section 40, notwithstanding that the amount thereof 
is included in the total income of any person referred to in sub-clause (i) of 
clause (c) of Section 40. 

(2) The provisions of Section 4QA shall, so far as may be, apply in compu- 
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ting the income chargeable under the head “Income from other sources” as they 
apply in computing the income chargeable under the head “Profits and gains of 
business or profession”. 


59. Profits chargeable to tax. — (1) The provisions of sub-section (1) of 
Section 41 shall apply, so far as may be, in computing the income of an assessee 
under Section 56, as they apply in computing the income of an assessee undei 
the head “Profits and gains of business or profession”. 

(2) When any buildings, machinery, plant or furniture to which clauses 
(ii) and (iii) of sub-section (2) of Section 56 apply are sold, discarded, demolished 
or destroyed, the provisions of sub-section (2) of Section 41 shall apply, so far 
as may be, in computing the income of an assessee under Section 56 as they apply 
in computing the income of an assessee under the head “Profits and gains of 
business or profession”. 

Explanation. — For the purpose of this section, the expression “sold” shall 
have the same meaning as in sub-section (1) of Section 32. 


CHAPTER V 

INCOME OF OTHER PERSONS, INCLUDED IN ASSESSEE’S 

TOTAL INCOME 

60. Transfer of income where there is no transfer of assets. — All income 
arising to any person by virtue of a transfer whether revocable or not and 
whether effected before or after the commencement of this Act, shall, where 
there is no transfer of the assets from which the income arises, be chargeable to 
income-tax as the income of the transferor and shall be included in his total 
income. 

61. Revocable transfer of assets.— All income arising to any person by 
virtue of a revocable transfer of assets shall be chargeable to income-tax as the 
income of the transferor and shall be included in his total income. 

62. Transfer irrevocable for a specified period. — (1) The provisions of 
Section 61 shall not apply to any income arising to any person by virtue of a 
transfer — 

(i) by way of trust which is not revocable during the lifetime of the 
beneficiary, and in the case of any other transfer, which is not revocable during 
the lifetime of the transferee ; or 

(ii) made before the 1st day of April, 1961, which is not revocable for 
a period exceeding six years ; 

Provided that the transferor derives no direct benefit from such income in 
either Case. 

(2) Notwithstanding anything contained in sub-section (1) all income 
arising to any person by virtue of any such transfer shall be chargeable to 
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income-tax as the income of the transferor as and when power to revoke the 
transfer arises, and shall then be included in his total income. 

63. “Transfer” and “i revocable transfer’' defined. — For the purposes of 
Sections 60 and 62 and of this section, — 

(a) a transfer shall be deemed to be revocable if— 

( i ) it contains any provision for the re-transfer directly or indirectly 
of the whole or any part of the income or assets to the transferor, or 

(ii) it, in any way, gives the transferor a right to reassume power 
directly or indirectly over the whole or any part of the income or assets ; 

(b) “transfer” includes any settlement, trust, covenant, agreement or 
arrangement. "* 

64 . Income of individual to include income of spouse, minor child 
etc.— In computing the total income of any individual, there shall be included all 
such income as arises directly or indirectly — 

(i) to the spouse of such individual from the membership of the spouse 
in a firm carrying on a business in which such individual is a partner ; 

(ii) to a minor child of such individual from the admission of the 
minor to the benefits of partnership in a firm in which such individual is a 
partner ; 

(iii) subject to the provisions of clause (i) of Section 27, to the spouse 
of such individual from assets transferred directly or indirectly to the spouse by 
such individual otherwise than for adequate consideration or in connection with 
an agreement to live apart ; 

(iv) subject to the provisions of clause (i) of Section 27, to a minor 
child, not being a married daughter of such individual, from assets transferred 
directly or indirectly to the minor child by such individual otherwise than for 
adequate consideration ; and 

(v) to any person or association of persons from assets transferred 
otherwise than for adequate consideration to the person or association of persons 
by such individual, to the extent to which the income from such assets is for 
the immediate or deferred benefit of his or her spouse or minor child (not being 
a married daughter ) or both. 

Explanation. — For the purpose of clause (i), the individual in computing 
whose total income referred to in that clause is to be included shall be the 
husband or wife whose total income (excluding the income referred to in that 
clause) is greater ; and, for the purpose of clause (ii), where both the parents 
are members of the firm in which the minor child is a. partner, the income of the 
minor child from the partnership shall be included in the income of the parent 
whose total income (excluding the income referred to in that clause) is greater ; 
and where any such income is once included in the total income of either spouse 
or parent, any such income arising in any succeeding year shall not be included 
in the total income of the other spouse or parent unless the Income-tax Officer is 
satisfied, after giving that spouse or parent an opportunity of being heard, that 
it is necessary so to do. 

65. Liabffify of poson in respect of income included in the income of 
anotfMr person. — Where, by reason of the provisions contained in this Chapter 
or in clause (i) of Section 27, the income from any asset or from membership in a 
firm of a person other than the Msessee is included in the total income of the 
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assessee, the person in whose name such asset stands or who is a member of the 
firm shall, notwithstanding anything to the contrary contained in any other law 
for the time being in force, be liable, on the service of a notice of demand by the 
Income-tax Officer in this behalf, to pay that portion of the tax levied on the 
assessee which is attributable to the income so included and the provisions of 
Chapter XVII-D shall, so far as may be, apply accordingly. 

Provided that where any such asset is held jointly by mote than one person, 
they shall be jointly and severally liable to pay the tax which is attributable 
to the income from the assets so included. 


CHAPTER VI 


AGGREGATION OF INCOME AND SET OFF OR 
CARRY FORWARD OF LOSS 

Aggregation of Income 

66. Total income. — In computing the total income of an assessee, there 
shall be included all income on which no income-tax is payable under Chapter 
VII. 

67. Method of computing a partner’s share in the income of the firm.— 

(1) In computing the total income of an assessee who is a partner of a firm, 
whether the net result of the computation of total income of the firm is a 
profit or a loss, his share (whether a net profit or a net loss) shall be computed 
as follows — 

(a) any interest, salary, commission or other remuneration paid to any 
partner in respect of the previous year and. where the firm is a registered firm, the 
income-tax, if any, payable by it in respect of the total income of the previous 
year, shall be deducted from the total income of the firm and the balance ascer- 
tained and apportioned among the partners ; 

(b) where the amount apportioned to the partner under clause (a) is a 
profit, any salary, interest, commission or other remuneration paid to the partner 
by the firm in respect of the previous year shall be added to that amount, and 
the result be treated as the partner’s share in the income of the firm ; 

(c) where the amount apportioned to the partner under clause (a) is a 
loss, any salary, inieres*t, commission or other remuneration paid to the partner 
by the firm in respect to the previous year shall be adjusted against that amount 
and the result shall be treated as the partner’s share in the income of the firm ; 

(2) The share of a partner in the income or loss of the firm, as computed 
under sub-section (1), shall, for the purposes of assessment, be apportioned under 
the various heads of income in the same manner in which the income or loss of 
the firm has been determined under each head of income. 

(3) Any interest paid by a partner on capital borrowed by him for the 
purposes of investment in the firm shall, in computing his income chargeable 
under the head “Profits and gains of business or profession” in respect of his 
share in the income of the firm, be deducted from the share. 
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(4) li the share of a partner in the income of a registered firm or a firm 
treated as registered in accordance with the provisions of clause (b) of Section 
183. as computed under this section, is a loss, such loss, may be set oif, or carried 
forward and set off, in accordance with the provisions of this Chapter. 

Explanation. — In this section, “paid” has the same meaning as is assigned to 
it in clause (2) of Section 43. 

68. Cash credits. — Where any sum is found credited in the books of an 
assessee maintained for any previous year, and the assessee offers an explanation 
about the nature and source thereof or the explanation offered by him is not. in 
the opinion of the Income-tax Officer, satisfactory, the sum so credited may he 
charged to income-tax as the income of the assessee of that previous year. 

69. Unexplained investments. — Where in the financial year immediately 
preceding the assessment year the assessee has made investments which are not 
recorded in the books of account, if any, maintained by him for any source of 
income, and the assessee offers no explanation about the nature and source of the 
investment or the explanation offered by him is not, in the opinion of the Income- 
tax Officer, satisfactory, the value of the investments may be deemed to be the 
income of the assessee for such financial year. 

69A. Unexplained money etc. — Where in any financial year the assessee is 
found to be the owner of any money, bullion, jewellery or other valuable articlo 
and such money, bullion, jewellery or valuable article is not recorded in the 
books of account, if any, maintained by him for any source of income, and the 
assessee offers no explanation about the nature and source of acquisition of the 
money, bullion, jewellery or other valuable article, or the explanation offered by 
him is not, in the opinion of the Income-tax Officer, satisfactory, the money and 
the value of the bullion, jewellery or other valuable article may be deemed to be 
the income of the assessee for such financial year. 

69B. Amount of investment, etc. not fully disclosed in books of account. — 

Where in any financial year the assessee has made investments or is found 
to be the owner of any bullion, jewellery or other valuable article, and the 
Income-tax Officer finds that the amount expended on making such investments 
or in acquiring such bullion, jewellery or other valuable article exceeds the 
amount recorded in this behalf in the books of account maintained by the 
assessee for any source of income, and the assessee offers no explanation about 
such excess amount or the explanation offered by him is not, in the opinion of 
the Income-tax Officer, satisfactory, the excess amount may be deemed to be the 
income of the assessee for such financial year. 

Set off, or cany forward and set off 

70. Set off of loot from one source against income from another source 
under the same head of income. — (1) Save as otherwise provided in this Act. 
where the net result for any assessment year in respect of any source falling 
under any head of income otfyer than ‘Capital gains’, is a loss, the assessee shall 
be entitled to have the amount of such loss set off against his income from any 
other source under the same head. 

(2) (i) Where the result of the computation made for any assessment year 
under Sections 48 to SS in respect of any short-term capital asset is a loss, the 
assessee shall be entitled to have the amount of such loss set off against the 
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income, if any, as arrived at under a similar computation made for the assess- 
ment year in respect of any other capital asset. 

(ii) Where the result of the computation made for any assessment 
year under Sections 48 to 55 in respect of any capital asset other than a short- 
term capital asset is a loss, the assessee shall be entitled to have the amount of 
such loss set off against the income, if any, as arrived at under a similar computa- 
tion made for the assessment year in respect of any other capital asset not being 
a short-term capital asset. 

71. Set off of loss from one head against income from another. — (1) 

Where in respect of any assessment year the net result of the computation 
under any head of income other than ‘Capital gains’ is a loss and the assessee 
has no income under the head ‘Capital gains’, he shall, subject to the provisions 
of this Chapter, be entitled to have the amount of such loss set off against his 
income, if any, assessable for that assessment year under any other head. 

(2) Where in respect of any assessment year the net result of the computa- 
tion under any head of income other than “Capital gains” is a loss and the 
assessee has income assessable under the head “Capital gains”, such loss m;>v. 
subject to the provisions of this Chapter, be set off — 

(i) against the income, if any, of the assessee assessable for that 
ascosment year under any head including income assessable under the head 
"( apiia! gains” (whether relating to short-term capital assets or any other 
capital assets), or 

(ii) if the assessee so desires, only against his income, if any. under the 
head “Capital gains”, in so far as such income relates to short-term capital 
assets, and income under any other head. 

(3) Where in respect of any assessment year the net result of the 
computation under Sections 48 to 55 in respect of capital gains relating to short- 
term capital assets is a loss and the assessee has income assessable under anv 
head of income other than “Capital gains” the assessee shall subject to the 
provisions of this Chapter, be entitled to have such loss set off against the in- 
come aforesaid. 

72. Cany forward and set off of business losses. — (1) Where for any 
assessment year, the net result of the computation under the head “Profits 
and gains of business or profession” is a loss to the assessee. not being a loss 
sustained in a speculation business, and such loss cannot be or is not wholly 
set off against income under any head of income in accordance with the provi- 
sions o' Section 71. so much of the loss as has not been so set off or, where 
the assessee has income only under the head ‘Capital gains’ relating to capital 
assets other than short-term capital assets and has exercised the option under 
sub-section (2) of that section or where he has no income under any other 
head the whole loss shall, subject to the other provisions of this Chapter, be 
carried to the following assessment year, and 

(i) it shall be set off against the profits and gains, if any, of any 

business or profession carried on by him and assessable for that assessment 
year / 

Provided that the business or profession for which the loss was originally 
computed continued to be carried on by him in the previous year relevant for 
that assessment year ; and 

(ii) if the loss cannot be wholly so set off, the amount of loss not so set 
off, shall be carried forward to the following assessment year an<J so on : 
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Provided that where the whole or any part of such loss is sustained in any 
such business as is referred to in Section 33B which is discontinued in the 
circumstances specified in that section, and, thereafter, at any time before the 
expiry o c the period of three years referred to in that section, such business is 
re-established, reconstructed or revived by the assessee, so much of the loss as 
is attributable to such business shall be carried forward to the assessment year 
relevant to the previous year in which the business is so re-established, recons- 
tructed or revived, and — 

(a) it shall be set off against the profits and gains, if any, of that 
business or any other business carried on by him and assessable for that 
assessment year ; and 

(b) if the loss cannot be wholly so set off, the amount of loss not so 
set off shall, in case the business so re-established, reconstructed or revived 
continues to be carried on by the assessee, be carried forward to the following 
assessment year and so on for seven assessment years immediately succeeding. 

(2) Where any allowance or part thereof is, under sub-section (2) of 
Section 32 or sub-section (4) o f Section 35, to be carried forward, effect shall 
first be given to the provisions of this section. 

(3) No loss shall be carried forward under this section for more than 
eight assessment years immediately succeeding the assessment year for which the 
loss was first computed. 

73. Losses in speculation business. — (1) Any loss, computed in respect of 
a speculation business carried on by the assessee, shall not be set off except 
against profits and gains, if any, of another speculation business. 

(2) Where for any assessment year any loss computed in respect 
of a specualtion business has not been wholly set off under sub-section (I), 
so much of the loss as is not so set off or the whole loss where assessee had 
no income from any other speculation business, shall, subject to the other 
provisions of this Chapter, be carried forward to the following assessment 
year, and — > 

(i) it shall be set off against the profits and gains if any, of anv 
speculation business carried on by him assessable for that assessment year ; and 

(ii) if the loss cannot be wholly set off, the amount of loss not so set 
off shall be carried to the following assessment year and so on. 

(3) In respect of allowance on account of depreciation or capital expen- 
diture on scientific research, the provisions of sub-section (2) of Section 72 shall 
apply in relation to speculation business as they apply in relation to any other 
business. 

(4) No loss shall be carried under this section for more than 
eight assessment years immediately succeeding the assessment year for which the 
loss was first computed. 

74. Losses under the head “Capital gains”. — (1) (a) Where in respect 
of any assessment year, the net result of the computation under the head 
‘Capital gains’ is a loss, sudh loss shall, subject to the other provisions of this 
Chapter, be dealt with as follows: 

(i) such portion of the net loss relating to short-term capital assets 
as cannot be or is not wholly set off against income under any head in accor- 
dance with the provisions of Section 71 shall be carried forward to the following 
assessment year and set off against the capital gains, if any, relating to short- 



72-76] THE INCOME-TAX ACT, 1961 73 

term capital assets assessable for that assessment year and, if it cannot be so set 
off, the amount thereof not so set off shall be carried forward to the following 
assessment year and so on ; 

(ii) such portion of the net loss as relates to capital assets other than 
short-term capital assets shall be carried forward to the following assessment 
year and set off against the capital gains, if any, relating to capital assets other 
than short-term capital assets assessable for that assessment year and, if it can,- 
not be so set off, the amount thereof not so set off shall be carried forward to 
the following assessment year and so on: 

Provided that where, in the case of any assessee not being a company, the 
net loss computed in respect of such capital assets for any assessment year 
does not exceed five thousand rupees, it shall not be carried forward under this 
section. 

(h) Notwithstanding anything contained in the Indian Income-tax Act, 
1922. any loss computed under the head ‘Capital gains’ in respect of the assess- 
ment year commencing on the 1st day of April, 1961, or any earlier assessment 
year which is carried forward in accordance with the provisions of sub-section 
(2B) of Section 24 of that Act, shall be dealt with in the assessment year com- 
mencing on the 1st day of April, 1962 or any subsequent assessment year as 
follow* 


(i) in so far as it relates to short-term capital asset, it shall be carried 
forward and set off in accordance with the provisions of sub-clause (i) of clause 
(a) and sub-section (2) ; and 

(ii) in so far as it relates to capital assets other than short-term 
capital assets, it shall be carried forward and set off in accordance with the 
provisions of sub-clause (ii) of clause (a) and sub-section (2). 

(2) (a) No loss referred to in sub-clause (i) of clause (a) of sub-section (1) 
or sub-clause (i) or sub-clause (ii) of clause (b) of that sub-section shall be 
carried forward under this section for more than eight assessment years 
immediately succeeding the assessment year for which the loss was first com- 
puted under this Act or, as the case mav be, the Indian Income-tax Act, 1922 
(11 of 1922). 

(b) No loss referred to in sub-clause (ii) of clause (a) of sub-section (1) 
shall be carried forward under this section for more than four assessment years 
immediately succeeding the assessment year for which the loss was first com- 
puted under this Act. 

75. Losses of registered firms. — -(1) Where the assessee is a registered 
firm, any loss which cannot be set off against any other income of the firm 
shall be apportioned between the partners of the firm, and they alone shall be 
entitled to have the amount of the loss set off and carried forward for set off 
under Sections 70, 71, 72, 73 and 74. 

(2) Nothing contained in sub-section (1) of Section 72, sub-section (2) of 
Section 73 or sub-section (1) of Section 74 shall entitle any assessee, being a 
registered firm to have its loss carried forward and set off under the provisions 
of the aforesaid sections. 

76 . Losses of unregistered Amts assessed as regist e red firms.— In the case 
of an unregistered firm assessed under the provisions of clause (b) of Section 

11-10 
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183 io respect of any assessment year, its losses for that assessment year shall 
be dealt with as if it were a registered firm. 

77. Losses of unregistered firms of their partners. — (1) Where the assessee 
is an unregistered firm which has not been assessed as a registered firm under 
the provisions of clause (b) of Section 183, any loss of the firm shall be set off 
or carried forward and set off only against the income of the firm. 

(2) Where the assessee is a partner of an unregistered firm which has not 
been assessed as a registered firm under the provisions of clause (b) of Section 
183 and his share in the income of the firm is a loss, then, whether the firm 
has already been assessed or not — 

(a) such loss shall not be set off under the provisions of Section 70, 
Section 71, or sub-section (1) of Section 73 ; 

(b) nothing contained in sub-section (H of Section 72 or sub section (21 
of Section 73 or sub-section (1) of Section 74 shall entitle the assessee (o have 
such loss carried forward and set off against his own income. 

78. Carry forward and set off losses in case of change in constitution of 

firm or on succession. — (1) Where a chance has occurred in the constitution of 
a firm, nothing in this Chapter shall entitle the fiun to have carried forward 
and set off so much of the los<- proportionate to the share of a retired or deceased 
partner computed in accordance with Section 67 as exceeds his share of profils, 
of the previous year in the firm, or entitle any partner to the benefit of the said 
loss which is not apportionable to him under Section 67. 

(2) Where any person carrying on any business or profession has been 
succeeded in such capacity by another person otherwise than by inheritance 
nothing in this Chapter shall entitle any person other than the person incurring 
the loss to have it carried forward and set off against his income. 

79. Carry forward and set off of losses in the case of certain companies, — 

Notwithstanding anvthine contained in this Chapter, where a change in share- 
holding has taken place in a previous year in the case of a company, not beinc 
a company in which the public are substantially interested, no loss incurred 
in any year prior to the previous year shall be carried forward and set off 
against the income of the previous year unless— 

(a) on the last day of the previous vear the shares of the company 
carrying not less than fifty-one per cent of the voting power were beneficially 
held by persons who beneficially held shares of the company carrying not less 
than fifty-one per cent of the voting power on the last^day of the year or years 
in which the loss was incurred ; or 

(b) the Income-tax Officer is satisfied that the change in the share- 
holding was not effected with a view to avoiding or reducing any liability to tax. 

80. Submission of return for losses. — Notwithstanding anything contained 
in this Chapter, no loss which has not been determined in pursuance of a return 
filed under Section 139, shall be carried forward and set off under sub-section 
(1) of Section 72 or sub-section (2) of Section 73 or snfc-section (1) of 
Section 74, 



CHAPTER VIA 


DEDUCTIONS TO BE MADE IN COMPUTING TOTAL INCOME 

A. — General 


80A. Deductions to be made in computing total income. — (1) In comput- 
ing the total income of an assessee, there shall be allowed from his gross total 
income, in accordance with and subject to the provisions of this Chapter, the 
deductions specified in Sections 80C to SOU. 

(2) The aggregate amount of the deductions under this Chapter shall not. 
in any case, exceed the gross total income of the assessee. 

(3) Where, in computing the total income of a firm, association of 
persons or body of individuals, any deduction is admissible under Section 80G 
or Section 80H or Section 80J or Section 80K or Section SOL or Section SOS 
or Section 80T, no deduction under the same section shall be made in comput- 
ing the total income of a partner ol the hrm or, as the case may be. of a member 
of the association of persons or body of individuals in relation to th$ share ol 
such partner m the income of the firm or the share of such member in the in- 
come of the association or body of individuals. 

80B. Definitions. — In this Chapter — 

(1) “displaced person” means a person who, on account of the setting 
up of the Dominions of India and Pakistan, or on account of civil disturbances 
or the fear of such disturbances in any area now forming part of East 
Pakistan, has — 

(a) in the case of a person having a place of residence in the district 
of Noakliali or of Comiila, on or after the 1st day of October. 
1946, and 

(b) in the case of a person having a place or residence in any other 
area now forming part of East Pakistan, on or after the 1st day of 
June. 1947. 

left, or been displaced from, his place of residence in such area and who 
has been subsequently residing in India ; 

(2) “domestic company” means an Indian company, or any other 
company which, in respect of its income liable to tax under this Act, has made 
the prescribed arrangements for the declaration and payment.^within India, of 
the dividends ( including dividends on preference shares ) payable out of such 
income ; 


(3) (Omitted); 

(4) “foreign company” means a company which is not a domestic com- 
pany as defined in clause (2) ; 


(S) “gross total income” means the total income computed in accordance 
with the provisions of this Act. before making any deduction unde&Jfej?,, 
Chapter or under Section 280-0 and, , 
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(6) ’‘income”, in relation to a handicapped dependant, means the agg re . 
gate income of such person from all sources ; 

(7) “priority industry” means the business of generation or distribution 
of electricity or any other form of power or of construction, manufacture or 
production of any one or more of the articles or things specified in the list 
in the Sixth Schedule or the business of any hotel where such business is carried 
on by an Indian company and the hotel is for the time being approved in th;„ 
behalf by the Central Government ; 

(8) “relative”, in relation to individual, means — 

(a) the mother, father, husband or wife of the individual, or 

(b) a son, daughter, brother, sister, nephew or niece of the indivi 

dual, or ,VI * 

(c) a grand-son or grand-daughter of the individual, or 

(df the spouse of any person referred to in sub-clause (b) ; 

(9) ‘repatriate’ means a person of Indian origin who was ordinarily 
reMding in a foreign country and who, on leaving, or being fenced to leave such 
country , hus — 

(a) in the case of a person leaving Mozambique, on or after the 25ih 
day of June, 1962, or 

(bj m the case of a person leaving Burma, on or after the 1st day of 
June, 1963, or J 

(C> November 6 19M k™" 8 Ceyl011, ° n 0r af,er the ,sl da > 

(d) sich da C te S or°L^r rSOn / ny ° ther countr >- on or alter 

sucii date or dates as may be notified in this behalf by the Central 

Government in the Official Gazette. y 

returned to India with the intention of permanently residing therein 

o?a”v" aft “r* 1 '° * ° f ,nd “" « he or 

parents or any of his grand-parents, was born in undivided India. 

B. Deductions in respect of certain payments 

dent^fand, ne the premia ’ contributions to provi- 

be deducted in accordance wkh and 5ub S toT*" 6 ° f 30 3SSeSSCe there sha11 
amount equal to sixty per cent of the fim five t P ™' m of this seclion ’ a " 

of the sums specified in sub-section (2) and fifty ^rSnt'T^hel ‘f* aggr 5 gate 
of such aggregate. ^ balance, if any 

Merely- Th ‘ *“ re,errcd “ “ “Section (I, sha „ lhe (olIowj „ 8 
year by the* assessee rwVSTmcomVStogMbieTo^iS'^ P ‘ M ,he prcv ' ous 

!!r eor ° n> saraj 1 -*?. Iife ot ,he 


on hie fife of the aS 


a contr act for a deferred annuity 
-<y any child of 
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the assessee, notwithstanding that such contract contains a provision lor the 
exercise by the insured'of an option to receive a cash payment of the annuity ; or 

(iii) as a contribution to any provident fund to which the Provident 
Funds Act, 1925 ( 19 of 1925 ), applies ; 

(iv) as a contribution to any provident fund set up by the Central 
Government and notified by it in this behalf in the Official Gazette ; 

(b) where the assessee is a Hindu undivided family any sums paid in 
the previous year by the assessee out of its income chargeable to tax to effect 
or to keep in force an insurance on the life of any member of the family : 

Explanation. — For the purposes of sub-clause (i) of clause (a) and clause (b) 
of this sub-section, an insurance on the h.e of any person referred to therein 
shall include — 

(i) a policy of insurance on the life of such person securing the 
payment of a specified sum on the stipulated date of maturity of the policy it 
such person is alive on such date, notwithstanding that the policy of insurance 
provides only for the return of premiums paid ( with or without any interest 
thereon ) in the event of such person dying before the said stipulated elate ; 

(n) a policy of insurance effected by a person for the benefit of a 
minor with the object of enabling the minor, after he has attained majority, to 
s.v<i.. an insurance on his own hie by adopting the policy and on his being 
alive on a date ( after such adoption ) specified in the policy in this behalf ; 

(c) any sum deducted in the previous year from the salary payable by 
oi on behalf of the Government to any individual being a sum deducted in 
accordance vith the conditions of his service, for the purpose of securing to 
him a deferred annuity or making provision for his wife or children, in so far 
as the sum so deducted does not exceed one-fifth of the salary : 

(d) if the assessee is an employee participating in a recognised provident 
fund, his own contributions to his individual account in the fund m the previous 
year, in so far as the aggregate of such contributions does not exceed one- 
fifth of his salary in that previous year or eight thousand rupees, whichever 
is less ; 

Explanati on, — In clause (d> of this sub-section, “salary" shall have the 
meaning assigned to it in clause (h) of rule 2 of Part A of the Fourth 
Schedule ; 

(e) if the assessee is an employee participating in an approved super- 
annuation fund, any sum paid in the previous year by him by way of contribu- 
tion towards the superannuation fund ; 

(f) where the assessee is an individual, any sums deposited, in the 
previous year by the assessee out of his income chargeable to tax in a ten year 
account or a fifteen year account under the Post Office Savings Bank ( Cumu- 
lative Time Deposits ) Rules, 1959, as amended from time to time. 

(3) The provisions of clause (a) and (b) of sub-section (2) shall apply only 
to so much of any premium or other payment made on a policy other than a 
contract for a deferred annuity as not in excess of ten per cent of the actual 
capital sum assured. 

Explanation.— In calculating any such capital sum, no account shall be 
taken — 

(i) of the value of any premiums agreed to be returned, or 
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(ii) of any benefit by way of bonus or otherwise over and above the 
sum actually assured, which is to be or may be received under the policy by 
any person. 

(4) The aggregate of the sums referred to in sub-section (2) which 
qualifies tor the purposes of computing the deduction under sub-section (I) 
shall not exceed— 

(i) in the case of an individual being an author, play-wright, artist, 
musician or actor, such percentage of his gross total income, or such amount, 
as may be prescribed ; 

(ii) in the case of any other individual thirty per cent of his gioss 
total income, or fifteen thousand rupees, whichever is less ; 

(iii) in the case of a Hindu undivided family, thirty per cent of its 
gross total income, or thirty thousand rupees whichever is less. 

80D. Deduction in respect of medical tteatment, etc., of handicapped 
dependants. — (1) Where an assessee who is resident in India, being an indivi- 
dual or Hindu undivided family, who has, during the pievious year, incurred 
out of his or its income chargeable to income-tax, any expenditure lor the medical 
treatment ( including nursing ) of a person who - 

(a) is a relative of the individual, or, as the case may be, is a member 
of the Hindu undivided family and is not dependent on any person other than 
such individual or Hindu undivided family for his support or maintenance, 
and 

(b) is suffering from a physical or mental disability which is certified 
by a registered medical practitioner to have the effect of reducing considerably 
such person's capacity for normal work or engaging in a gainful employment 
(hereafter in this section referred to as handicapped dependant), 

the assessee shall, in accordance with and subject to the provisions of this 
section, be allowed a deduction of the amount specified in sub-section (2) in 
the computation of his total income in respect of the previous year. 

(2) The deduction under sub-section (1) shall be — 

(i) in a case where the handicapped dependant has, for a period of 
one hundred and eighty-two days or more during the previous year, been 
admitted in a hospital or a nursing home or a medical institution or in such 
other institution as may be notified by the Central Government in the Official 
Gazette to be an institution for the care of handicapped persons and fees and 
charges for his medical treatment (including nursing) are payable to such 
hospital or nursing home or medical or other institution, as the case may be, a 
sum of two thousand four hundred rupees, or 

(ii) in any other case, a sum of six hundred rupees, 

as reduced, in either case, by an amount equal to the income, if any of 
the handicapped dependant in respect of the previous year : 

Provided that where the assessee has, during the previous year, incurred 
expenditure on more than one handicapped dependant, the deduction under 
sub-section (1) shall be allowed only with reference to one such handicapped 
dependant as may be chosen by the assessee. 

80E. Deduction in respect of payment for securing retirement — Mwftff. — 

(1) Where, in the case of an assessee, being an individual who is a citizen of 
India and is resident in India, his share in the income of a registered firm 
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which renders professional service as chartered accountant, solicitor* lawyer, 
architect, or such other professional services as may be notified in this behalf 
by the Central Government in the Official Gazette is chargeable to tax and 
he has paid out of his income chargeable to tax a premium (by whatever name 
called) in any previous year under an annuity contract for the time being 
approved by the Commissioner as having for its main object the provisions for 
the individual of a life annuity in old age (hereaf‘er in this section referred to 
as qualifying premium), then the assessce shall, in accordance with and subject 
to the provisions of this section, be allowed a deduction of the amount of the ' 
qualifying premium in the computation of his total income in respect of the 
previous year : 

Provided that the amount which may be so deducted shall not exceed the 
sum of five thousand rupees, or one-tenth of gross total income, whichever 
is less. 

(2) Subject to sub-sectiort (3) and any rule by the Board in this behalf, 
the Commissioner shall not approve a contract unless he is sitnficd that it 
does not — 

(a) provide for the payment durins life of the individual < ' inv vnis 
except sums payable by way of annuity to the individual ; or 

(b) provide for the annuity payable 1o the individual to i 'Eminence 
before he attains the age of fifty-eight or after he attains the age of sixtv- 
‘■ignt ; oi 

(c) provide for the payment c r any other sums except sums payable by 
way of annuity to the individual’s widow or widower any sums which, in the 
event of no annuity becoming payable either to the individual or to a widow 
or widower ol the individual, are payable to the individual’s legal representa- 
tive by way of return of premiums, by way o r reasonable mteicst on premiums 
and by way of bonus out of profit ; or 

(d) provide for the payment of annuity, if any payable to a widow or 
v idower of the individual to be of a greater annual amount than that paid or 
payable to the individual ; or 

(e) provide for the payment, of any annuity otherwise than for the life 
of the annuitant, 

and that it does include a provision that no annuity payable under it shall 
be capable in whole or in part of surrender, commutation or assignment. 

(3) The Commissioner may, if he thinks fit, and subject to any conditions 
the Board may, by rules, prescribe and subject to any conditions he thinks proper 
to impose, approve a contract, notwithstanding that the contract provides for one 
or more of the following matters, that is to say, — 

(a) for the payment after the individual’s death of an annuity to a depen- 
dant other than the widow or widower of the individual ; 

(b) for the payment to the individual of an annuity commencing before 
he attains the age of fifty-eight, if the annuity is payable on his becoming incap- 
able through infirmity of mind or body of being actively engaged in his profession 
or profession of a similar nature for which he Is trained or fitted ; 

(c) for the annuity payable to any person to continue for a specified 
term (not exceeding ten years), notwithstanding his deatfT within that term ; 

(d) in the case of an annuity which is to continue for such specified 
term, for the annuity to be assignable by will. 
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(4) The foregoing provisions of this section shall apply in relation to a 
contribution (by whatever name called) to a fund approved by the Commissioner 
as they apply in relation to any premium under an annuity' contract so ap- 
proved, provided the fund satisfies also the conditions set out below and any 
other conditions which the Board may, by rules, prescribe, namely — 

(a) the fund shall be a fund established in India under an irrevocable 

trust for the benefit of individuals engaged in any profession referred to in 
sub-section (1) ; i 

(b) the fund shall have for its sole purpose the provision of annuities 
for individuals engaged in such profession on attaining a specified age or on 
their becoming incapacitated prior to attaining such age, or for the widow, 
children or dependants of such persons on their death ; 

(c) all annuities, pensions and other benefits granted from the fund shall 
be payable only in India. 

(5) The Commissioner may, at any time, after givinc a reasonable 
opportunity of showing cause against the proposed withdrawal to the persons 
by and to whom premiums are payable under any contract for the time being 
approved under this section, or to the trustees o f any fund so approved, with- 
draw the approval. 

(6) Notwithstanding anything contained in sub-sections (U and (4) no 
deduction under this section shall be allowed in the case of any individual - 

(i) whose gross total income includes income which is chargeable under 
the head “Interest on securities”, or “Income from house property” or “Capital 
gains” or any income phareeable under the head “Income from other sources” in 
so far as it is not immediately derived from personal exertion of the individual, 
and the aggregate amount of all such income is more than ten thousand rupees; or 

(ii) who is entitled to any pension or is participating in any pension or 
superannuation scheme. 

(7) The amount of deduction under this section shall not in any case exceed 
the amount of the income computed under the head “Profits and gains of business 
or profession” included in the gross total income. 

(8) (Omitted). 

(9) Where any payment by way of annuity or otherwise is made by a 

person to whom premiums or contributions are payable under sub-section (1) or 
sub-section (4), such person shall, subject to any rules made by the Board in 
this behalf, deduct from the total amount so paid during any financial year, 
tax at such rate or rates in force in that year as would be applicable to such 
amount, if it were the total income and shall pay the amount so deducted to 
the credit of the Central Government within the prescribed time and in such 
manner as the Board may direct and the provisions of Section 201 shall, so far 
as may be, apply to such person if he does not deduct, or after deducting fails 
to pay. such tax. ( 

(10) Where a deduction under this section is claimed and allowed for 
any assessment year in respect of any payment, relief shall not be given in 
respect of it under any other provision of this Act for the same or a later 
assessment year nor (in the case of a payment under an annuity contract) in 
respect of any other premium or consideration for an annuity under the same 
contract. 



80E-80G] 


THE INCOME-TAX ACT, 1961 


81 


(11) (a) The Board may, by notification in the Official Gazette, make 
rules for carrying out the purposes of this section. 

(b) In particular and without prejudice to the generality of the fore- 
going power, such rules may — 

(i) prescribe the statements and other information to be submitted 
along with an application for approval ; 

(ii) prescribe the returns, statements, particulars or information which 
the Income-tax Officer may require from a person by and to whom premiums 
or contributions are payable under this section ; 

(iii) provide for the assessment by way of penalty of any considera- 
tion received by an individual for an assignment of. or creation of a charge 
upon, any annuity or other sum receivable by him under any contract or from 
any fund approved for the time being under this section ; and 

(iv) provide for securing such further control over the approval 
Planted under this section and administration of funds approved under this 
section as it may deem requisite. 

80F. Deduction in respect of educational expenses in certain cases — 

(I) Where an individual, being a resident, who is not a citizen of India, has 
expended any sum in the previous yc.u out of hi-, income chargeable to tax for 
the full time education of his child wholly or mainlv dependent on him and who 
is not mote than twenty-one years of age, at any University, college, school or 
other educational institution situate in a country outside India, he shall in 
accordance with and subject to the provisions of this section, be allowed a 
deduction of the amount specified in sub-section ( 2 ) in the computation of his 
total income. 

(2) The amount referred to in sub-section (1) shall be — 

(i) in the case of an individual who has one such child, one thousand 
five hundred rupees ; and 

(ii) in the case of an individual who has more than one such child, 
three thousand rupees. 

80G. Deduction in respect of donations to certain funds, charitable 
institutions etc. — (1) In computing the total income of an assessee, there shall 
be deducted, in accordance with and subject to the provisions of this section, 
an amount equal to, 

(a) where the assessee is a Company, fifty per cent and 

(b) in the case of any other assessee, fifty-five per cent 

of the aggregate of the sums specified in sub-section (2). 

(2) The sums re'erred to in sub-section (1) shall be the following, 
namely — 

(a) any sums paid by the assessee in the previous year as donations to : 

(i) the National Defence Fund set up by the Central Government ; or 

(ii) the Jawaharlal Nehru Memorial Fund referred to in the Deed of 
Declaration of Trust adopted by the National Committee at its 
meeting held on the 17th day of August, 1964 ; or 

(iii) the Prime Minister's Drought Relief Fund ; or 

' (iv) any other fund or any institution to which this section applies ; or 

(v) the Government or any local authority, to be utilised for any 
charitable purpose ; 

11-11 
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(b) any sums paid by the assessee in the previous year as donations for 
the renovation or repair of any such temple, mosque, gurdwara, church or other 
places as is notified by the Central Government in the Official Gazette to be of 
historic, archaeological or artistic importance or to be a place of public worship 
of renown throughout any State or States. 

(3) No deduction shall be allowed under sub-section (1) if the aggre- 
gate of the sums referred to in sub-section (2) is less than two hundred and 
fifty rupees. 

(4) The deduction under sub-section (1) shall not be allowed in respect 
of such part of the aggregate of the sums referred to in sub-clause (a) and in 
clause (b) of sub-section (2) as exceeds ten per cent of the gross total income 
(as reduced by any portion thereof on which income-tax is not payable under 
any provision of this Act and by any amount in respect of which the assessee 
is entitled to a deduction under any other provision of this Chapter), or two 
hundred thousand rupees, whichever is less : 

Provided that where such aggregate includes any sums referred to in 
clause (b) of sub-section (2) and such aggregate exceeds the limit of two 
hundred thousand rupees specified in this sub-section then such limit shall be 
taised to cover that portion of the donation which is equal to the difference 
between such aggregate and the said limit, so however, that the limit so raised 
shall not exceed ten per cent of the assessee’s gross total income as i educed 
as aforesaid, or five hundred thousand rupees whichever is less. 

(5) This section applies to donations to any institution or fund referred 
to in sub-clause (iv) of clause (a) of sub-section (2) only if it is established 
in India for a charitable purpose and if it fulfils the following conditions, 
namely — 

(i) where the institution or fund derives any income such income would 
not be liable to inclusion in its total income under the provisions of Sections 1 1 
and 12 or clause (22) or clalise (22A) of Section 10 ; 

(ii) the instrument under which the institution or fund is constituted 

does not, or the rules governing the institution or fund do not. contain any 

provision for the transfer or application at any time of the whole or any part 

of the income or assets of the institution or fund for any purpose other than a 
charitable purpose ; 

(iii) the institution or fund is not expressed to be for the benefit or any 
particular religious community or caste ; 

(iv) the institution or fund maintains regular accounts of its receipts and 
expenditure ; and 

(v) the institution or fund is either constituted as a public charitable 

trust or is registered under the Societies Registration Act, 1860 ( 21 of 1860) 
oi under any law corresponding to that Act in force in any part of India or 

under Section 25 of the Companies Act, 1956 ( 1 of 1956), or is a University 

established by law, or is any other educational institution recognised by the 
Government or by a University established by law. or affiliated to any University 
estabilshed by law or is an institution financed wholly or in part by the Govem- 
emment or a local authority. 

Explanation 1, — An institution or fund established for the benefit of 
Scheduled Castes, backward classes. Scheduled Tribes or of women and children 
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shall not be deemed to be an institution or fund expressed to be for the benefit 
of a religious community or caste within the meaning of clause (iii) of sub- 
section (5). 

Explanation 2. — For the removal of doubts, it is hereby declared that a 
deduction to which the assessee is entitled in respect of any donation made 
to an institution or fund to which sub-section (5) applies shall not be affected 
merely by reason of the fact that subsequent to the donation any part of the 
income of the institution or fund has become chargeable to tax due to nou- 
compliance with any of the provisions of Section 11. 

Explanation 3. — In this section, “charitable purpose” does not include 
any purpose the whole or substantially the whole of which is of a religious 
nature. 


C. — Deductions in respect of certain incomes 

80H. Deduction in case of new industrial undertakings employing displaced 
persons etc. — (1) Where the gross total income of any assessee includes any 
profits and gains derived from any industrial undertaking to which this 
section applies, there shall be allowed, in accordance with and subject to the 
provisions of this section, a deduction from such profits and gains of an amount 
equal to fifty per cent thereof in computing the total income of the assessee ; 
so however, that the amount of the deduction under this section shall not. in 
any case, exceed one hundred thousand rupees. 

(2) This section applies to any industrial undertaking which fulfils all the 
following conditions, namely— 

(i) it is not formed by the splitting up, or reconstruction, of a business 
already in existence ; 

(ii) it is not formed by the transfer to a new business of a building, 
machinery or plant previously used for any purpose ; 

(iii) it has begun or begins to manufacture or produce articles in any 
part of India at any time within a period of three years next following the 1st 
day of April, 1967 ; 

(iv) it employs, on every woiking day throughout the previous year 
forty or more workers in a manufacturing process ( whether carried on with or 
without the aid of power ) ; and 

(v) it employs displaced persons or repatriates or members of the families 
of displaced persons or repatriates ( all such employees being hereinafter, 
referred to as rehabilitated employees ) and the daily average number of rehabi- 
litated employees, as certified by the prescribed authority is not less than sixty 
per cent of the daily avdrage number of all the persons employed in the under- 
taking, throughout the previous year. 

Explanatio n 1.— “Member of the family”, in relation to any person who 
is a displaced person or repatriate, means any member of the family of such 
person if such member was, before his employment in the undertaking, depen- 
dent on such person. 

Explanation 2. — “Daily average number”, in relation to rehabilitated em- 
ployees or, as the case may be, all the persons employed in the undertaking, shall 
be take/i to be the number arrived at by dividing the aggregate of the number of 
'rehabilitated employees or, as the case may be, the total number of persons em- 
ployed in the undertaking on each working day of a month by the total number 
of working days in that month. 
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(3) The provisions of this section shall, in relation to an industrial under- 
taking, apply to the assessment for the assessment year relevant to the previous 
year in which the undertaking begins to manufacture or produce articles, and 
the nine assessment years immediately succeeding. 

80-1. Deduction in respect of profits and gains from priority industries 
in the case of certain companies. — (1) In the case of a company to which this 
section applies, where the gross total income includes any profits and gains 
attributable to any priority industry, there shall be allowed, in accordance with 
and subject to the provisions of this section, a deduction from such profits and 
gains of an amount equal to eight per cent thereof, in computing the total income 
of the company. 

(2> This section applies to a domestic company, save in a case where 
such company is a company which is referred to in Section 108 and has a gross 
total income of fifty thousand rupees or less. 

(3) Where a company to which this section applies is entitled also to 
the deduction under Section 80H, the deduction under sub-section (1) of this 
section shall be allowed with refeicnce to the amount of the profits and gains 
attributable to the priority industry or industries as reduced by the deduction 
under Section 80H in relation to such profits and gains. 

80.1. Deduction in respect of profits and gains from newly established 
industrial undertakings or ships or hotel business in certain cases. — (!) Where 
the grosss total income of an assessee includes any profits and gains derived 
from an industrial undertaking or a ship or the business of hotel to which this 
section applies, shall, in accordance with and subject to the provisions of this 
section, be allowed, in computing the total income of the assessee, a deduction 
from such profits and gains ( reduced by the aggregate of the deductions, if any. 
admissible to the assessee under Section 80H and Section 801 ) of so much of 
the amount thereof as does not exceed the amount calculated at the rate of 
six per cent per annum on. the capital employed in the industrial undertaking 
or ship or business of the hotel, as the case may be, computed in the prescribed 
manner in respect of the previous year relevant to the assessment year ( the 
amount calculated as aforesaid being hereafter in this section, referred to as the 
relevant amount of capital employed during the previous year ). 

(2) The deduction specified in sub-section (1) shall be allowed in com- 
puting the total income in respect of the assessment year relevant to the previous 
year in which the industrial undertaking begins to manufacture or produce 
articles or to operate its cold storage plant or plants or the ship is first brought 
into use or the business of the hotel starts functioning (such assessment year 
being hereafter, in this section, re r erred to as the initial assessment year) and 
each of the four assessment years immediately succeeding the initial assessment 
year ; 

Provided that in the case of an assessee, being a co-operative society the 
provisions of this sub-section shall have effect as if for the word “four assess- 
ment years”, the words “six assessment years” had been substituted. 

(3) Where the amount of the profits and gains derived from the indus- 
trial undertaking or ship or business of the hotel as the case may be, included 
in the total income (as computed without applying the provisions of Section 
64 and before making any deduction under Chapter VIA or Section 280-0 > in 
respect of the previous year relevant to an assessment year commencing on or 
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afler the 1st day of April, 1967 (not being an assessment year prior to the 
initial assessment year or subsequent to the tourth assessment year as recokneil 
from the end of the initial assessment year ) falls short of the relevant amount 
of capital employed during the previous year, the amount of such shortfall or, 
where there are no such profits and gains, an amount equal to the iclevant 
amount of capital employed during the previous year ( such amount, in either 
case, being hereafter, in this section, referred to as deficiency) shall be carried 
forward and set off against the profits and gains teferred to in sub-section (1) 
fas computed after allowing the deductions if any, admissible under Section 
80H, Section 80-1 and the sub-section (1)] in respect of the previous year 
relevant to the next following assessment year and, if there are no such profits 
and gains for that assessment year, or where the deficiency exceeds such profits 
and gains, the whole or balance of the deficiency, as the case may be, set off 
against such profits and gains f or the next following assessment year and so 
far as such deficiency cannot be wholly so set ofT, it shall be set off against such 
profits and gains assessable for the next following assessment year and so on : 

Provided that — 

(i) in no case shall the deficiency or any part thereof be carried 
forward beyond the seventh assessment year as reckoned from the end of the 
initial assessment year : 

(i>) where there is more than one deficiency and each such deficiency 
plates to an earlier assessment year, the deficiency which relates to an earlier 
assessment year shall be set off under this sub-section before setting off the 
deficiency in relation to a later assessment year : 

Provided iurthcr that in the case of an asscsscc being a co-operative 
society, the provisions of this sub-section shall have effect as if for the words 
“fourth assessment year”, the words “sixth assessment year" had been 
substituted. 

(4) This section applies to any industrial undertaking which fulfils all 
the following conditions, namely- - 

(i) it is not formed by the splitting up, or the reconstruction, of a 
business already in existence ; 

(ii) it is not formed by the transfer to a new business of building 
( not being a building taken on rent or lease ), machinery or plant previously 
used for any purpose ; 

(iii) it manufactures or produces articles, or operates one or more 
cold storage plant or plants, in any part of India, and has begun or begins to 
manufacture or produce articles or to operate such plant or plants, at any time 
within the period of twenty-eight years next following the 1st day of April, 
1948, or such further period as the Central Government may, by notification 
in the Official Gazette, specify with reference to any particular industrial under- 
taking ; 

(iv) in a case where the industrial undertaking manufactures or 
produced articles, the undertaking employs ten or more workers in a manufac- 
turing process carried on with the aid of power, or employs twenty or more 
workers in a manufacturing process carried on without the aid of power : 

Provided that the condition in clause (i) shall not apply in respect of any 
industrial mndertaking which is formed as a result of the re-establishment, 
reconstruction or revival by the assessee of the business of any such industrial 
undertaking as is referred to in Section 33B, in the circumstances and within the 
period specified in that section. 
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(5) This section applies to any ship, where all the following conditions 
are fulfilled, namely — 

(i) it is owned by an Indian company and is wholly used for the 
purposes of the business carried on by it ; 

(ii) it was not, previous to the date of its acquisition by Indian com- 
pany, owned and used in Indian territorial waters by a person resident in 
India ; and 

(iii) it is brought into use by the Indian company at any time within 
a period of twenty-eight years next following the 1st day ot April, 1948. 

(6) This section applies to the business of any hotel, where all the 
following conditions are fulfilled, namely — 

(a) the business of the hotel starts functioning on or after the 1st day 
of April, 1961, and is not formed by the splitting up, or the re-construction, of 
a business already in existence or by the transfer to a new business of a building 
previously used as a hotel or of any machinery or plant previously used for 
any purpose ; 

(b) the business of the hotel is owned and carried on by a company 
registered in India with a paid-up capital of not Jess than five hundred thousand 
rupees ; 

(c) the hotel has such number and types of guest rooms and provides 
such amenities as may be prescribed, having regard to the population and the 
tourist importance of the place in which the hotel is located ; and 

(d) the hotel is for the time being approved for the purposes of this 
sub-section by the Central Government. 

Explanation. — Where — 

(a) in the case of an industrial undertaking, any building, machinery 
or plant, or any part thereof previously used for any purpose, or 

(b) in the case of -the business of a hotel, any building, or any part 
thereof previously used for any purpose, 

is, in either case, transferred to a new business, and the total value of the 
building, machinery or plant or part so transferred does not exceed twenty 
per cent of the total value of the building, machinery or plant used in the 
business, then, for the purposes of clause (ii) of sub-section (4) and clause (a) 
of sub-section (6), the condition specified therein shall be deemed to have been 
complied with and the total value of the building, machinery or plant or part 
so transferred shall not be taken into account in computing the capital employed 
in the industrial undertaking or the business of the hqtel. 

(7) The Central Government may, after making such inquiry as it may 
think fit, direct by notification in the Official Gazette, that the exemption 
conferred by this section shall not apply to any class of industrial undertakings 
with effect from such date as it may specify in the notification. 

80 K. Deduction in respect of dividends attributable to profits and gains 
from new industrial undertakings or ships or hotel business. — Where the gross 
total income of an assessee, being the owner of any share or shares in a com- 
pany, includes any income by way of dividends paid or deemed to have been 
paid to him by the company in respect of such share or shares there shall, sub- 
ject to any rules that may be made by the Board in this behalf, be allowed, in 
computing his total income, a deduction from such income by way of dividends 
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of an amount equal to such part thereof as is attributable to the profits and 
gains derived by the company from an industrial undertaking or ship or the 
business of a hotel, on which no tax is payable by the company under this Act 
for any assessment year commencing prior to the 1st day of April, 1968, or in 
respect of which the company is entitled to a deduction under Section 80J. 

80L. Deduction in respect of dividends in certain cases. —0) Where the 
gross total income of an assessee includes any income by way of dividends from 
an Indian company or Indian companies, there shall, in accordance with and 
subject to the provisions of this section, be allowed, in computing the total 
income of the assessee, a deduction as specified hereunder, namely — 

(1) in a case where the amount o f such dividends does not exceed one 
thousand rupees, the whole of such amount ; 

fii) in any other case, one thousand rupees. 

(2) In a case where the assessee is entitled also to the deduction under 
Section 80K, in relation to the whole or any part of the income by way of 
dividends referred to in sub-section (1), the deduction under sub-section tit 
shall be allowed in respect of such income as reduced by the deduction undei 
Section 80K. 

80M. Deduction in respect of certain inter-corporate dividends. — ( I > 

Whfv 'he gross total income of an assessee being a company includes any 
income by whv of dividends from a domestic company, there shall, in accot dance 
with and subject to the provisions of this section, be allowed, in computing the 
total income of the assessee, a deduction from such income by way of dividends 
of an amount equal to — 

(a) where the assessee is a foreign company — 

(i) in respect of such income 
by way of dividends from 
an Indian company which 
is not such a company as is 
referred to in Section 108 
and which is mainly enga- 
ged in a priority industry 

(ii) in respect of such income 
by wav of dividends other 
than the dividends referred 
to in sub-clause (i) 

(b) where the asse^ee is a domestic company — 

in respect of any such income 

by way of dividends. 60 per cent of such income. 

Explanation. — For the purposes of this section, a company shall be deemed 
to be mainly engaged in a priority industry if the income attributable to any 
such industry or industries included in its gross total income for the previous 
year is not less than fifty-one per cent of such gross total income. 

(2) Where a company to which this section applies is entitled also to 
the deduction under Section 80K or Section 80L, the deduction under sub-section 
(I) of this section shall be allowed in respect of income by way of dividends 
referred to therein as reduced by any such income in relation to which the 
company is entitled to a deduction under Section 80K or Section 80L. 


80 per cent of such income ; 


65 per cent of such income ; 
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80MM. Deduction in the case of an Indian company in respect of royalties, 
etc., received from any concern in India — (1) Where the gross total income of an 
assessee being an Indian company includes any income by way of royalty, com- 
mission, fees or any other payment (not being income chargeable under the head 
“Capital gains”) received by it from any person carrying on a business in India 
m consideration for — 

(i) the provision of technical know-how which is likely to assist in the 
manufacture or processing of goods or meterials, or in the installation or erection 
of machinery or plant for such manufacture or processing or in the working of 
a mine, oil well or other source of mineral deposits, or in the search for, or dis- 
covery or testing of mineral deposits or the winning of access to them, or in carry- 
ing out any operation relating to agriculture, animal husbandry, dairy or poultry 
farming, forestry or fishing, or 

(n) rendcnng services in connection with the provision of such technical 
know-how, under an agieenient entered into by the assessee with such person on 
or after the 1st dav of April, 1969 and approved by the Central Government m 
this behalf, there shall be allowed a deduction from such income of an amount 
equal to f ort> per cent thereof in computing the total income of the assessee 

Piovided that the application for such approsal is made to the Central Gov- 
ernment before the 1st day of October of the relevant assessment year 

(2) For the purposes of this section “provision of technical know-how” 
means, — 

(i) the transfer of all or any riehts (including the giantmg of a licence) 
in respect of a patent, invention, model, design, secret formula or process oi 
similar property , 

(n) the imparting of any information concerning the working of, or the 
use of. a patent, invention, model, design, secret formula or process or sinulai 
property , 

(ui) the use of any patent, invention, model, design, secret formula or 
process or similar property ; 

(iv) the imparting of any information concerning industrial, commercial 
or scientific knowledge, experience or skill. 

(3) The provisions of sub-section (1) shall not apply in relation to am 
income in respect of which the assessee is entitled to the deduction specified in 
Section 80-0. 

80N. Deduction in respect of dividends received from certain foreign 
companies. — Where shares in a foreign company have been allotted to an 
assessee being an Indian company in consideration of any patent, invention, 
model, design, secret formula or process, or similar property right, or information 
concerning industrial, commercial or scientific knowledge, experience or skill 
made available or provided or agreed to be made available or provided to the 
foreign company by the assessee, or in consideration of technical services ren- 
dered or agreed to be rendered to the foreign company by the assessee, under 
an agreement approved by the Central Government in this behalf before ttor 
1st day of October of the relevant assessment year, and any income by way of 
dividend on such shares is included in the gross total income of the assessee, 
there shall be allowed a deduction of the whole of such income in computing 
the total income of the assessee. 
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80-0. Deduction in respect of royalties, etc., received from certain foreign 
companies. — Where the gross, total income of any assessee being an Indian 
company includes* any income by way of royalty, commission, fees or any similar 
payment received by it from a foreign company in consideration for the 
use of any patent, invention, model, design, secret formula or process, or similar 
property right, or information concerning industrial, commercial or scientific 
knowledge, experience or skill made available or provided or agreed to be made 
available or provided to the foreign company by the assessee, or in considera- 
tion of technical services rendered or agreed to be rendered to the foreign 
company by the assessee, under an agreement approved by the Central Govern- 
ment in this behalf before the 1st day of October of the relevant assessment 
year, there shall be allowed a deduction of the whole of such income in comput- 
ing the total income of the assessee. 

80P. Deduction in respect of income of Co-operative Societies.— (1 > 

Where, in the case of an assessee being a co-operative society, the gross total 
income includes any income referred to in sub-section (2) there shall be deducted, 
in accordance with and subject to the provisions of this section, the sums speci- 
fied in sub-section (2), in computing the total income of the assessee. 

(2) The sums referred to in sub-section (1) shall be the following, 
namely — 

(a) in the case of a co-operative society engaged in— 

(i) carrying on the business of banking or providing credit facilities 
to its members, or 

(n) a cottage industry, or 

(ui) the marketing of the agricultural produce of its meinbeis, or, 

(iv) the purchase of agricultural implements, seeds, live-stock or other 
articles intended for agriculture for the purpose of supplying tnem 
to its members, or 

(v) the processing, without the aid of power, of the agriculture pro- 
duce of its members. 

the whole of the amount o r profits and gains of business attributable to any 
one or more of such activities ; 

* (b) in the case of a co-operative society, being a primary society en- 

gaged in supplying milk raised by its members to a federal milk co-operative 
society the whole of the amount of profits and gains of such business ; 

(c) in the case of a co-operative society engaged in activities other than 
those specified in clause (a) or clause (b) (either independently of, or in addi- 
tion to all or any of the activities as specified) so much of its profits and gains 
attributable to such activities as does not exceed twenty thousand rupees ; 

(d) in respect of any income by way of interest or dividends derived by 
the co-operative society from its investments with any other co-operative society, 
the whole of such income ; 

(e) in respect of any income derived by the co-operative society from 
the letting of godowns or warehouses for storage, processing of facilitating the 
marketing of commodities, the whole of such income ; 

(f) . j n the case of a co-operative society, not being a housing society 
or an urban consumers’ society carrying on transport business or a society 
engaged in the performance of any manufacturing operations with the aid of 
power, where the gross total income does not exceed twenty thousand rupees, 

II— 12 
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the amount of any income by way of interest on securities chargeable under 
Section 18 or any income from house property chargeable under Section 22. 

Explanation. — For the purposes of this section, an “urban consumers’ 
co-operative society” means a society for the benefit of the consumers within 
the limits of a municipal corporation, municipal committee, notified area 
committee, town area or cantonment. 

(3) In a case where the assessee is entitled also to the deduction under 
Section 80H or Section 80J, the deduction under sub-section (1) of this section, 
in relation to the sums specified in clause (a) or clause (b) or clause (c) of sub- 
section (2) shall be allowed with re r erence to the income, if any, as referred to 
in those clauses included in the gross total income as reduced by the deductions 
under Section 80H and Section 80J. 

80Q. Deduction in respect of dividends from co-operative society. — . 

Where the gross total income of an assessee who is a member of a co-opcrativc 
society includes any income by way of dividend received by him from the 
society, the whole of such income shall be allowed as a deduction in computing 
his total income. 

89R. Deduction in respect of remuneration from certain foreign sources in 
ttr‘ case of professors, teachers, etc. — Where the gross total income of an 
individual who is a citizen o f India includes any remuneration received by him 
outside India from any University or other educational institution established 
outside India or such other association or body established outside India as may 
be notified in this behalf by the Central Government in the Official Gazette, for 
any service rendered by him during his stay outside India in his capacitv as a 
professor, teacher or research worker in such University, institution, association 
or body, there shall be allowed a deduction from such remuneration of an 
amount equal to fifty per cent thereof in computing the total income of the 
individual : 

Provided that where file individual renders continuous service outside India 
in such University, institution, association or body for a period exceeding thirtv- 
six months, no deduction under this section shall be allowed in respect of the 
remuneration for such service relating to any period after the expiry of. the 
thirty-six months aforesaid. 

80RR. Deduction in respect of professional income from foreign sources 
m certain cases. — Where the gross total income of an individual resident in 
India, being an author, playwright, artist, musician or actor includes any in- 
come derived by him in the exercise of his profession from the Government of 
a foreign State or any person not resident in India, and such income is received 
in, or brought into India by him or on his behalf in accordance with the 
Foreign Exchange Regulation Act, 1947, and any rules made thereunder, there 
shall be allowed a deduction from such income of an amount equal to twenty- 
five per cent of the income so received or brought, in computing the total income 
of the individual. 

80S. Deduct wa In respect of compensation for termination of managing 
agency, etc., in the case of assessee* other than companies.— Where the gross 
total income of an assessee not being a company includes any income by way 
of compensation or other payment which is chargeable as the profits and gains 
of business or profession in accordant with the provisions of clause (ii) of 
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Section 28, there shall be alhjwed, in computing the total income of the assessee, 
a deduction from such income ot an amount equal to twenty-live per cent 
thereof, so however, that the amount ot the deduction shall nut, m any case, 
exceed one hundred thousand rupees. 

801. Deduction in respect of long-term capital gains in ttae case oi 
assessee other than companies. — Where the gross total income ot an assessee not. 
being a company includes any income chargeable undei the head Capital 
gains relating to capital assets othei than short-term capital assets (such income 
being hereinatter, referred to as long-term capital gams), there shall oe allowed, 
in computing the total income ot the assessee, a deduction trom such income 
ol an amount equal to, — 

(a) m a case where the gross total income does not exceed ten thousand 
rupees or where the long-term capital gams do not exceed live thousand rupees, 
the whole of such long-term capital gains. 

(b) in any other case, five thousand rupees as increased by a sum 
equal to — 

(i) forty-five per cent of the amount by which the long-term capital 
gains relating to capital assets, being buildings or lands, or any rights in build- 
ings or lands, exceed five thousand rupees , 

(m sixty-five per cent of the amount by which the long-term capital 
gains relating to any other capital assets exceed hve thousand rupees 

Provided that in a case where the long-tcnn capital gains relate to buildings 
oi lands, or any rights in buildings or lands as well as to other assets, tne 
sum referred to in sub-clause (u) of clause (b) shall be taken to be — 

(A) where the amount of the long-term capital gains relating to the 

capital assets mentioned in sub-clause (i) is less than hve thousand rupees sixty- 
hve per cent of the amount by which the long-term capital gains relating to 
any other capital assets exceed the difference between five thousand rupees and 
the amount of the long-term capital gams relating to the capital gains relating 
to the capital assets mentioned in sub-clause 0) and 

(B) where the amount of the long-term capital gains relating to the 

capital assets mentioned in sub-clause (i) is equal to or more than h\e thousand 
rupees, sixty-five per cent of the long-term capital gams relating to any other 
capital assets. 


. D. Other Deductions 

80U. Deduction in the case of blind persons.— In computing the total in- 
come of an individual, being a resident, who is totally blind as at the end of the 
previous year, shall be allowed a deduction of a sum of two thousand rupees • 
Provided that such individual produces before the Income-tax Officer, in 
respect of the first assessment year for which deduction is claimed under this 
section a certificate as to his total blindness from a registered medical practi- 
tioner, being an oculist. 



CHAPTER VII 


INCOMES FORMING PART OF TOTAL INCOME ON 
WHICH NO INCOME-TAX IS PAYABLE 


Sections 81 to 85 (Omitted). L , , 

88. Other incomes. — Income-tax shall not be payable by an assessee in 

respect of the following — 

(i) ( Omitted ). 

(ii) ( Omitted ). 

(iii) if the assessee is a partner of an unregistered firm, any portion 
of the assessce’s share in the profits and gains of the firm computed in the 
manner laid down in Section 67 on which income-tax is payable by the firm ; 

(iv) ( Omitted ). 

(v) if the assessee is a member of an association of persons, or a 
body of individuals other than Hindu undivided family, a company or a firm 
any portion of the amount which he is entitled to receive from the association 
or body on which income-tax has already been paid by the association or body. 

86A. Deduction from tax on certain securities. — Where there is included 
in the total income of an assessee — 

(i) the interest due on any security of the Central Government issued 
or declared to be income-tax-free, or 

(ii > the -interest due on any security of a State Government issued 
income-tax-free, the income-tax whereon in payable by the Stale Government, 
the assessee shall he entitled to a deduction from the amount of income- 
tax with which he is chargeable in his total income of an amount equal to the 
income-tax calculated on the amount so included at the average rate of income- 
tax or at the rate of twenty-seven and a half per cent, whichever is less. 


CHAPTER VIII 

RELIEF IN RESPECT OF INCOME-TAX 

Sections 87 and 88 ( Omitted ). 

89. Relief when salary, etc. is paid in arrears or in advance.— (1) 

Where, by reason of any portion of an assessee’s salary being paid in advance or 
by reason of his having received in any one financial year salary for more than 
twelve months or a- payment which under the provisions of clause (3) of Section 
17 is a profit in lieu of salary, his income is assessed at a rate higher than that 
at which it would otherwise have been assessed, the Commissioner may, on an 
application made in this behalf by the assessee, grant such relief as he considers 
appropriate. 

(2) Where, by reason of any portion of income from interest on securities 
being received in arrears, an assessee’s total income is assessed at a rate higher 
than that at which it would otherwise have been assessed, the Commissioner 
may, on an application made in this behalf by the assessee, grant such relief as 
he considers appropriate. 



CHAPTER IX 

DOUBLE TAXATION RELIEF 

50. Agreement with foreign countries.— The Central Government may 
enter into an agreement — 

(a) with the Government of any country outside India for the granting of 
relief in respect of income on which have been paid both income-tax under this 
Act and income-tax in that country, or 

(b) with the Government of any country outside India for the avoidance 
of double taxation of income under this Act and undei the corresponding law in 
force in that country, 

and may, by notification in the Otlicial Gazette, make such provisions as 
may be necessary for implementing the agreement. 

91. Countries with which no aguement exists.- (1) it any person who 
is resident in India in any previous year prove.-, that, in respect ot his income 
which accrued or arose during that previous year outside India (and which is 
not deemed to accrue or arise in India ), he has paid in any country wnh which 
tiieic is no agreement under Section 90 for ihe relief or avoidance ol double 
taxation, income-tax, by deduction or otherwise, under the law in lorce in that 
country, he shall be entitled to the deduction liom the Indian income-tax 
payable by him of a sum calculated on such doubly taxed income at the Indian 
rale of tax or the rate of tax of the said country, whichever is ihe lower or at the 
Indian rate of tax if both the rates are equal. 

(2) If any person who is resident in India in any previous year proves 
that in respect of his income which accrued or arose to him during that previous 
year in Pakistan he has paid in that country, by deduction or otherwise tax 
payable to the Government under any law for the time being in force in that 
country relating to taxation of agricultural income, he shall be entitled to a 
deduction from the Indian income-tax payable by him — 

(a) of the amount of the tax paid in Pakistan under any law aforesaid 
on such income which is liable to lax under this Act also ; or 

(b) of a sum calculated on that income at the Indian rate of tax, 
whichever is less. 

(3) If the non-resident person is assessed on his share in the income of 
a registered firm assessed as resident in India in any previous year and such 
share includes any income accruing or arising outside India during that previous 
year (and which is not deemed to accrue or arise in India) in a country with 
which there is no agreement under Section 90 for the relief or avoidance of 
double taxation and he proves that he has paid income-tax by deduction or 
otherwise under the law in force in that country in respect of the income so 
included he shall be entitled to a deduction from the Indian income-tax payable 
by him of a sum calculated on such doubly taxed income so included at the 
Indian rate of tax or the rate of tax of the said country, whichever is the lower, 
or at the Indian rate of tax if both the rates are equal. 

Explanation. — In this section — 

(i) the expression “Indian income-tax’* means income-tax charged in 
accordance with the provisions of this Act ; 
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(ii) the expression “Indian rate of tax” means the rate determined by 
dividing the amount of Indian income-tax after deduction of any relief due under 
the provisions of this Act but before deduction of any relief under this Chapter 
by the total income; 

(iii) the expression “rate of tax of the said country” means income- 
tax and super-tax actually paid in the said country in accordance with the corres- 
ponding laws in force in the said country after deduction of all relief due, but 
before deduction of any relief due in the said country in respect of double 
taxation, divided by the whole amount of the income as assessed in the said 
country ; 

(iv) the expression “income-tax” in relation to any country includes 
any excess profits tax or business profits tax charged on the profits by the 
Government of any part of that country or a local authority in that country. 


CHAPTER X 

SPECIAL PROVISIONS RELATING TO AVOIDANCE OF TAX 

92. Income from transaction with non-residents, how computed in 
certain cases. — Where a business is carried on between a resident and a non-, 
resident and it appears to the Income-tax Officer that, owing to the close con- 
nection between them, the course of business is so arranged that the business 
transacted between them produces to the resident either no profits or less than 
the ordinary profits which might be expected to arise in that business, the 
Income-tax Officer shall determine the amount of profits which may reasonably 
be deemed to have been derived therefrom and include such amount in the total 
income of the resident. 

93. Avoidance of income-tax by transactions resulting in transfer of in- 
come to non-residents. — (1) Where there is a transfer of assets by virtue or in 
consequence whereof, either alone or in conjunction with associated operations, 
any income becomes payable to a non-resident, the following provisions shaH 
apply— 

(a) where- any person, by means of any such transfer, either alone or 
in conjunction with associated operations, acquired any rights by virtue of which 
he has, within the meaning of this section, power to enjoy, whether forthwith 
or in the future, any income of a non-resident person which, if it were income of 
the first-mentioned person, would be chargeable to income-tax. that income 
shall, whether it would or would not have been chargeable to income-tax apart 
from the provisions of this section, be deemed to be income of the first-men- 
tioned person for all the purposes of this Act ; 

(b) where, whether before or after any such transfer, any such first- 
mentioned person receives or is entitled to receive any capital sum the payment 
whereof is in any way connected with transfer or any associated operations, 
then any income which, by virtue or in consequence of the transfer, either alone 
or in conjunction with associated operations, has become the income of a non- 
resident shall, whether it would or would not have been chargeable to income- 
tax apart from the provisions of this section, be deemed to be the income of the 
first-mentioned person for all the purposes of this Act. 



91-93] 


THE INCOME-TAX ACT, 1961 


95 


Explanation, — The provisions of this sub-section shall apply also in relation 
lo transfer of assets and associated operations carried out before the commence- 
ment of this Act. 

(2) Where any person has been charged to income-tax on any income 
deemed to be his under the provisions of this section and that income is 
subsequently received by him, whether as income or in any other form, it 
shall not again be deemed to form part of his income for the purpose of this 
Act. 

(3) The provisions of this section shall not apply if the first-mentioned 
person in sub-section (1) shows to the satisfaction of the Income-tax Officer 
that— 

(a) neither the traasfer nor any associated operation had for its pur- 
pose or for one of its purposes the avoidance o r liability to taxation ; or 

(b) the transfer and all associated operations were bonafide commer- 
cial transactions and were not designed for the purposes of avoiding liability to 
taxation. 

Explanation.— For the purposes of this section, — 

(a> reference to assets representing any assets, income or accumulations 
of income include references to shares in or obligation of any other person 
to wb \*n. those assets, that income or those accumulations are or have been 
Mansferred : 

(b) any body corporate incorporated outside India shall be treated as 
if it were a non-resident ; 

(e) a person shall be deemed to have power to enjoy the income of a 
non-resident if — 

(i) the income is in fact so dealt with by any person as to be 
calculated at some point o f time and, whether in the form of income or not, 
to ensure for the benefit to the first-mentioned person in sub-section (H, or 

(ill the receipt or accrual of the income operates to increase the value 
to such first-mentioned person of any assets held by him or for his benefit, or 

(iii) such first-mentioned person receives or is entitled to receive at 
oqv time any benefit provided or to be provided out of that income or out of 
moneys which are or will be available for the purpose by reason of the effect or 
successive effect of the associated operations on that income and assets which 
represent that income, or 

(iv) such first-mentioned person has power by means of the exercise 
of anv power of appointment or power of revocation or otherwise to obtain r or 
himself, whether with or without the consent of any other person, the beneficial 
enjoyment of the income, or 

(v) such first-mentioned person is able, in any manner whatsoever 
and whether directly or indirectly, to control the application of the income : 

(d) in determining whether a person has power to enjoy income, regard 
shall be had to the substantial result and effect of the transfer and any asso- 
ciated operations ; and all benefits which may at any time accrue to such 
nerson as a result of the transfer and any associated operations shall be taken 
into account irrespective of the nature or form of the benefits. 

(4) (a) “assets” includes property or rights of any kind and “transfer” in 
relation to rights includes the creation of those rights ; 
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(b) “associated operation”, in relation to any transfer, means an 
operation of any kind effected by any person in relation to 

(i) any of the assets transferred, or 

(ii) any assets representing, whether directly or indirectly, any of the 
such assets transferred, or 

(iii) the income arising from arty such assets, or 

(iv) any assets representing, whether directly or indirectly, the accu- 
mulations of income arising from any such assets ; 

(c) “benefit” includes a payment of any kind ; 

(d) “capital sum” means — 

(i) any sum paid or payable by way of a loan or repayment of a loan, 
and 

(ii> any other sum paid or payable otherwise than as income, being 
a sum which is not paid or payable for full consideration in 
money or money’s worth. 

94. Avoidance of tax by certain transactions in securities,— (1) Where 
the owner of any securities [in this sub-section and in sub-section ( 2 ) referred 
to as “the owner”) sells or transfers those securities and buys back or re- 
acquires the securities, then, if the result of the transaction is that any interest 
becoming payable in respect of the securities is receivable otherwise than by the 
owner, the interest payable as aforesaid shall, whether it would or would not have 
been chargeable to income-tax apart from the provisions of this sub-section, be 
deemed, for all the purposes of this Act, to be income of the owner and not 
to be the income of any other person. 

Explanation. — The references in this sub-section to buying back or re- 
acquiring the securities shall be deemed to include references to buving or 
acquiring similar securities, 'so however, that where similar securities are bought 
or acquired, the owner shall be under no greater liability to income-tax than 
he would have been under if the original securities had been bought hack or 
re-acquired. 

(2) Where any person has at any time during any previous year any 
beneficial interest in any securities, and the result of any transactions relating 
to such securities or the income thereof is that, in respect of such securities 
within such year, either no income is received by him or the income received 
by him is less than the sum to which the income would have amounted if the 
income from such securities had accrued from day to ‘day and had been appor- 
tioned accordingly, then the income from such securities for such year shall be 
deemed to be the income of such person. 

(3) The provisions of sub-section (1) or sub-section (2) shall not apply if 
the owner, or the person who has had a beneficial Interest in the securities, as 
the case may be, proves to the satisfaction of the Income-tax Officer — 

(a) that there has been no avoidance of income-tax. or 

(b) that the avoidance of income-tax was exceptional and not 
systematic and that was not in his case in 1 anv of the three preceding years 
any avoidance of income-tax by a transaction of the nature referred to in sub- 
section (1) or sub-section (2). 
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(4) Where any person carrying on the business which consists wholly 
or partly in dealing in securities buys or acquires any securities and sells 
back or re-transfers the securities, then, if the result of the transaction is 
that interest becoming payable in respect of the securities is receivable by him 
but is not deemed to be his income by reason of the provisions contained in 
sub-section (1), no account shall be taken of the transaction in computing for 
any of the purposes of this Act the profits arising from or loss sustained in 
the business. 

(5) Sub-section (4) shall have effect, subject to any necessary modifica- 
tions, as references to selling back or re-transferring the securities included 
references to selling or transferring similar securities. 

(6) The Tncome-tax Officer may, by notice in writing, require any person 
to furnish him within such time as he may direct (not being less than twenty- 
eight days), in respect of all securities of which such person was the owner or in 
which he had a beneficial interest at any time during the period specified in the 
notice, such particulars as considers necessary for the purposes of this section 
and for the purpose of discovering whether income-tax has been borne in res- 
pect of the interest on all those securities. 

F xyrianation.- For the purposes of this section, — 

(a) “interest” includes a dividend ; 

(b) “securities” includes stock and shares ; 

(c) securities shall be deemed to be similar if they entitle their holders 
to the same rights against the same persons as to capital and interest and the 
same remedies for the enforcement of those rights, notwithstanding any 
difference in the total nominal amounts of the respective securities or in the form 
in which they are held or in the manner in which they can be transferred. 

Sections 95 to 103 (Omitted). 


CHAPTER XI 

ADDITIONAL INCOME-TAX ON UNDISTRIBUTED PROFITS 

104. Income-tax on undistributed income of certain companies.— 

(1) Subject to the provisions of this section and of Sections 105, 106, 107 and 
107A where the Income-tax Officer is satisfied that in respect of any previous 
year the profits and gains distributed as dividends by any company within the 
twelve months immediately following the expiry of that previous year are less 
than the statutory percentage of the distributable income of the company of 
that previous year, the Income-tax Officer shall make an order in writing that 
the company shall, apart from the sum determined as payable by it on the basis 
of the assessment under Section 143 or Section 144, be liable to pay income-tax 
at the rate of — 

(a) fiifty per cent, in the case of an investment company. 

II — 13. 
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(b) thirty-seven per cent, in the case of a trading company, and 

(c) twenty-five per cent, in the case of any* other company, 

on the distributable income as reduced by the amount of dividends actually 
distributed, if any. 

(2) The Income-tax Officer shall not make an order under sub-section (1) 
if he is satisfied — 

(i) that having regard to the losses incurred by the company in 
earlier years or to the smallness of the profits made in the previous year, the 
payment of a dividend or a larger dividend than that declared would be un- 
reasonable ; 

(ii) that the payment of a dividend or a larger dividend than that de- 
clared would not have resulted in a benefit to the revenue ; or 

(iii) that at least seventy-five per cent of the share capital of the company 
is throughout the previous year beneficially held by an institution or fund esta- 
blished in India for a charitable purpose the income from dividend whereof is 
exempt under Section 11. 

(3) If the Central Government is of opinion that it is necessary or expedi- 
ent in the public interest so to do. it may, by notification in the Official Ga7ettc 
and subject to such conditions as may be specified therein, exempt any class of 
companies to which the provisions of this section apply from the operation of 
this section. 

(4) Without prejudice to the provisions of Section 108, nothing contained 
in this section shall apply to — 

. (a) an Indian company whose business consists mainly in the construc- 

tion of ships or in the manufacture or processing of goods or in mining or in the 
generation or distribution of electricity or any other form of power ; 

(b) an Indian company, the value of whose capital assets, being machi- 
nery or plant (other than office appliances or road transport vehicles'), as 
shown in his books on the last date of the relevant previous year is fifty lakhs 
of rupees or more ; 

(c) a company which is neither an Indian company nor a company 
which has made the prescribed arrangements for the declaration and payment 
of dividends within India. 

Explanation. — For the purpose of clause (a) of ttys sub-section, the business 
of a company shall be deemed to consist mainly in the construction of ships or 
in the manufacture or processing of goods or in mining or in the generation or 
distribution of electricity or any other form of power, if the income attributable to 
any of the aforesaid activities included in its gross total income for the relevant 
previous year is not less than fifty-one per cent of such total income. 

105. Special provision for certain companies. — (1) No order under Section 
104 shall be made — 

(i) in the case of an investment company which has distributed not less 
than eighty per cent of its distributable incoihe ; or 

(ii) in the case of any other company whose distribution falls short of 
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the statutory percentage by not more than ten per cent of its distributable 
income ; or 

(iii) in any case where according to the return made by a company 
under Section 139 it has distributed not less than the statutory percentage of its 
distributable income, but in the assessment made by the Income-tax Officer under 
Section 143 or Section 144 a higher total income is arrived at and the difference 
in the total income does not arise out of the application of the proviso to sub- 
section (1) of Section 145 or sub-section (2) of Section 145 or Section 144 or the 
omission by the company to disclose income fully and truly ; or 

9 

(iv) in the case of a company where a re-assessment is made under the 
provisions of clause (b) of Section 147 and the sum distributed as dividends falls 
short of the statutory percentage of the distributable income determined on the 
basis of the re-assessment ; 

unless the company, on receipt of a notice from the income-tax Officer that 
he proposes to make such an order, fails to make within three months of the 
receipt of such notice, a further distribution of its protits and gains so that, the 
total distribution made is not less than the statutory percentage of the distribu- 
table income. 

(2) Any further distribution made under sub-section (1) shall not be taken 
ink' account in deciding whether the provisions of Section 104 apply in respect 
ot the previous year m which the further distribution is made. 

106. Period of limitation for making orders under Section 104. — No order 
under Section 104 shall be made after the expiry of four years from the end 
ol the assessment year relevant to the previous year referred to in sub-section 
(1) of that section or after the expiry of four years from the end of the financial 
year in which the assessment or re-assessment of the profits and gains of the 
previous year aforesaid is made, whichever is later : 

Provided that the period of limitation prescribed by this section shall not 
apply in a case where the company has made an application to the Board under 
Section 107 A. 

. 107. Approval of Inspecting Assistant Commissioner for order under 
Section 104. — Except in cases where a decision is given by the Board under 
sub-section (4) of Section 107A, no order shall be made by the Income-tax Officer 
under Section 104 unless the previous approval of the Inspecting Assistant Com- 
missioner has been obtained, and the Inspecting Assistant Commissioner shall 
not give his approval to any order proposed to be made by the Income-tax 
Officer until he has given the company concerned an opportunity of being heard. 

107A. Redaction of minimum distribution in certain cases. — (1) If any 

company to which the provisions of Section 104 apply (not being an 
investment company) considers that, having regard to the current requirements 
for the development of its business, it would not be possible or advisable for it 
to declare or pay a dividend of an amount larger than that already declared or 
paid or proposed to be declared or paid by it, it may make an application to the 
Board for deduction of the amount of the minimum distribution required under 
this Chapter. 

(2) Every application under sub-section (1) shall be in the prescribed 
form and shall be verified in the prescribed manner and shall be made within 
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the period of twelve months referred to in sub-section (1) of Section 104 or 
where the Income-tax Officer has served on the company a notice under sub- 
section (1) of Section 105 of his intention to make an order under Section 104, 
within thirty days of the receipt of such notice. 

(3) Every application under sub-section (1) shall be accompanied by a fee 
of one hundred rupees. 

(4) If the Board is satisfied that a distribution equal to the statutory per- 
centage of the distributable income of the company concerned would be un- 
reasonable, it may reduce the amount of minimum distribution required of the 
company under this Chapter by such amount not exceeding twenty per cent of 
the statutory percentage of its distributable income, as it may consider fit and 
further determine the period within which such distribution shall be made. 

(5) The Board shall not reject an application made under sub-section (1) 
without giving the company concerned an opportunity of being heard and its 
decision shall be final as respects matters concluded by it. 

(6) Where an application is made by the company after receipt of a notice 
from the Income-tax Officer under sub-section (1) of Section 105 and a further 
distribution is made in accordance with the decision thereon of the Board, 
such further distribution shall not be taken into account in deciding where the 
provisions of Section 104 apply, in respect of the previous year in which the 
further distribution is made. 

(7) Where an application is made by a company under this section, the 
Income-tax Officer shall not make any order under Section 104 until the decision 
is given by the Board on that application : 

Provided that where a company is required to make a distributiion or 
further distribution of its profits and gains in accordance with the decision of 
the Board and fails to make such distribution or further distribution within the 
period determined thereunder, the Income-tax Officer shall make an order under 
Section 104 as if no reduction of the amount of minimum distribution had been 
made by the Board under this section. 

(8.) If the Central Government is of opinion that it is necessary or expe- 
dient in the public interest so to do, it may, by notification in the Official 
Gazette, declare that the provision of this section shall not apply to any class 
of companies or in regard to the whole or any part of the profits and gains of 
any class of companies. 

(9) Notwithstanding anything contained in Section 246, no appeal shall 
lie to the Appellate Assistant Commissioner against an order of the Income-tax 
Officer under Section 104 in a case where a decision has been given by the 
Board. 

(10) The Board may, by notification in the Official Gazette, direct that, 
subject to such conditions; if any, as may be specified in the notification, the 
powers exercisable by it muter this section shall also be exercisable by any 
Commissioner in respect of such companies or classes of companies as may be 
specified therein and thereupon in respect of such companies or classes of com- 
panies the provisions of this section and Sections 106 and 107 shall have effect 
as if references in the said sections to the Board were references to such 
Commissioner. 
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108 . ..Savings lor company in which public are substantially interested.— 

Nothing contained in Sectiqn 104 shall apply — 

(a) to any company in which the public are substantially interested ; or 

(b) to a subsidiary company of such company if the whole of the share 
capital of such subsidiary company has been held by the parent company or by 
its nominees throughout the previous year. 

109 . “Distributable income”, “Investment company” and “Statutory 
percentage” defined. — For the purposes of Sections 104, 105 and 107 A and this 
Section, 

(i) “distributable income” means the gross total income of a company as 
reduced by — 

(a) the amount of income-tax payable by the company in respect of 
its total income, but excluding the amount of any income-tax payable under 
Section 104; 

(b) the amount of any other tax levied under any law for the time 
being in force on the company by the Government or by a local authority m 
excess of the amount, if any. which has been allowed in computing total income ; 

(c) any sum with reference to which a deduction of income-tax is 
allowable to the company under the provisions of Section 80G ; 

(d) losses under the head ‘‘Capital gains” relating to capital assets 
other than short-term capital assets ; 

(e) income arising outside India in a country the laws of which pro- 
hibit or restrict the remittance of money to India ; 

Provided that, when the prohibition or restriction is subsequently removed, 
any reduction allowed under this provision shall be deemed to be a part of the 
distributable income of the previous year in which the prohibition or restriction 
is removed ; 

(f) in case of a banking company, the amount actually transferred to a 
reserve fund under Section 17 of the Banking Companies Act, 1949 (10 of 1949) ; 

(g) an expenditure actually incurred for the purposes of the business 
but not deducted in computing the income chargeable under the head ‘‘Profits 
and gains of business or profession" being— 

(1) a bonus or gratuity paid to an employee, 

(2) legal charges, 

(3) any such expenditure as referred to in clause (c) of Section 40, 

(4) any expenditure claimed as a revenue expenditure but not 
allowed to be deducted as such and not resulting in the crea- 
tion of an asset or enhancement in the value of an existing asset; 

(h) any expenditure wholly and exclusively incurred for the purpose 
of makipg or earning any income (other than income chargeable under the head 
“Profits and gains of business or profession") included in the gross total income 
but not allowed to be deducted in computing such income and not resulting in 
the creation of an asset or enhancement in the value of an existing asset. 
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(ii) “investment company” means a company whose gross total income 
consists mainly of income which is chargeable undej the heads “interest on secu- 
rities”, “Income from house property”, “Capital gains” and “Income from other 
sources”. 

(iia) “trading company” means a company whose business consists 
wholly or mainly in dealing in goods or merchandise manufactured, produced or 
processed by a person other than that company and whose income attributable 
to such busmess included in its gross total income is not less than tifty-one per 
cent of the amount of such gross total income ; 

(m) “statutory precentage” means — 

(1) in the case of an investment company other than an investment 

company which tails under sub-clause (3) of this clause ... ... 90% 

(2) ( Omitted ). 

(3) in the case of an Indian company (not being an Indian company 
which falls under the provisions of clause (a) ol sub-section (4) ol Section 104 a 
part only of whose total income consists of protits and gains attributable to the 
busmess of construction of ships or of manufacture or processing ot goods or ol 
mining or of generation or distribution of electricity or any other form ot 
power. 


(a) in relation to the profits and gains attribut- 
able to such busmess ... ... ... Nil 

(b) in relation to the remaining part of its total income — 

(1) if it is an investment company or a company which 
satisfies the conditions specified m sub-clause (4) (a) 

of this clause ... ... ... 90% 

(2) in any other case ... ... ... 60% 

Explanation.— The provision of this Chapter shall, in relation to the 
remammg part of the gross total income aforesaid, apply as if such part were 
the gross total income of the company ; and for the purposes of Section 104, thfc 
amount of dividends actually distributed shall be deemed to be such proportion 
thereof as the part aforesaid bears to the total income of the company. 

(4) in the case of any other company not referred to in preceding 
clauses, — 

(a) where the accumulated profits and reserves (including deprecia- 
tion reserves and any amounts capitalised from the earlier reserves ) representing 
accumulations of past profits which have not been the subject of an order under 
Section 104 or the corresponding provision of the Indian Income-tax Act, 1922 
(11 of 1922) exceed— 

either 

I. the aggregate of— 

(i) the paid-up capital of the company exclusive of the capital, if any, 
created out of its profits and gains which have not been the subject of an order 
under Section 104, and 



103 


109-1 12A] THE INCOME-TAX ACT, 1961 

(ii) any loan capital which is the property of the shareholders ; 

or 

II. the value of the fixed assets as shown in the books of the company, 
whichever of these is greater ... ... ... 90% 

Provided that in the case of such company, not being a trading company, 

sub-clause (a) shall have effect as if for the word “exceed”, the words “exceed 
twice the amount of” were substituted ; 

(b) where sub-clause (a) does not apply ... ... 60% 

(iv) “gross total income” means the total income computed in accord- 
ance with the provisions of this Act before making any deduction under 
Chapter VIA. 


CHAPTER XII 

DETERMINATION OF TAX IN CERTAIN SPECIAL CASES 

110. Determination of tax where total income includes income on which 
no tax is payable. — Where there is included in the total income of an assessee 
any income on which no income-tax is payable under the provisions of this Act, 
the assessee shall be entitled to a deduction, from the amount of income-tax 
with which he is chargeable on his total income, of an amount equal to the 
income-tax calculated at the average rate of income-tax on the amount on which 
no income-tax is payable. 

111. Tax on accumulated balance of recognised provident fund. — (1) 

Where the accomulated balance due to an employee participating in a recognised 
provident fund is included in his total income, owing to the provisions of rule 
8 ‘of Part A of the Fourth Schedule not being applicable, the Income-tax Officer 
shall calculate the total of the various sums of tax in accordance with the provi- 
sions of sub-rule (1) of rule 9 thereof. 

(2) Where the accumulated balance due to an employee participating in 
a recognised provident fund which is not included in his total income under the 
provisions of rule 8 of Part A of the Fourth Schedule becomes payable, super-tax 
shall be calculated in the manner provided in sub-rule (2) of rule 9 thereof. 

112. (Omitted). 

112A. Tax on internet on National Savings Certificates (First Issue ). — 

Where the total income of an assessee. not being a company, includes anv interest 
on National Savings Certificates (First Issue), the tax payable by him on his total 
income shall be — 

(a) the amount of income-tax payable on the total income as reduced 
by the amount of such inclusion and by the amount of compensation or other 
payment referred to in clause (ii) of Section 28 and of the capital gains, if any, 
had the total income so reduced been his total income ; plus 
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(b) the amount of income-tax calculated on the amount of such interest 
included in the total income at the average rate of 'income-tax which would have 
been applicable to the total income if the amount of such interest and the 
amount of compensation or other payment and of the capital gains aforesaid, if 
any, had not formed part of it. 

Explanation 1.— For the purposes of clause (b), the average rate of income- 
tax shall be calculated as if the total income as reduced in the manner specified 
in the said clause consisted wholly of earned income as defined in the Finance 
Act of the relevant year. 

Explana tion 2. — For the purposes of this section and Section 193, “National 
Savings Certificates (First Issue)” includes “National Savings Certificates (First 
Issue) — Bank Series”. 

113 and 114. ( Omitted ). 

115. Tax on capital gains in case of companies.— Where the total 
income of a company includes any income chargeable under the head “Capital 
gains” (whether such gains relate to short-term capital assets or to other capital 
assets), the income-tax payable by it shall be the aggregate of — 

(i) (Omitted). 

(ii) the amount of income-tax calculated on the amount of capital 
gains relating to capital assets other than short-term capital assets included in 
the total income — 

(at at the rate of forty per cent on so much of the amount of such capital 
gains as relate to buildings or lands or any rights in buildings or lands ; 

and 

(b) at the rate of thirty per cent on the balance of such capital gains. 

if any, 

and 

(hi) the amount of income-tax with which it would have been charge- 
able had its total income been reduced by the amount of capital gains referred 
to in clause (ii). 


CHAPTER XIII 

INCOME-TAX AUTHORITIES 


A.— Appointment and control 

lit!. Income-tax authorities. — There shall be the following classes of income- 
tax authorities for the purposes of this Act, namely-— 

(a) the Central Board of Direct Taxes constituted under the Central 
Board of Revenue Act, 1963, 

(b) Directors of Inspections, 
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(c) Commissioners of Income-tax and Additional Commissioners of 
Income r tax, 

(d) Assistant Commissioners of Income-tax who may be either Appellate 
Assistant Commissioners of Income-tax or Inspecting Assistant 
Commissioners of Income-tax, 

(e) Income-tax Officers, and 

(f) Inspectors of Income-tax. 

117. Appointment of Income-tax authorities. — (1) The Central Govern- 
ment may appoint as many Directors of Inspection, Commissioners of Income- 
tax, Additional Commissioners of Income-tax, Appellate or Inspecting Assistant 
Commissioners of income-tax and Income-tax Officers of Class I Service, as it 
thinks fit. 

(2) The Commissioners may, subject to the rules and orders of the Cen- 
tral Government regulating the conditions of service of persons in public services 
and posts, appoint as many Income-tax Officers of Class II Service and as 
many Inspectors of Income-tax as may be sanctioned by the Central 
Government. 

<i) Subject to the rules and orders of the Central Government regulating 
ihe conditions of service of persons in public services and posts, an Income-tax 
authority may appoint such executive or ministerial staff as may be necessary to 
assist it in the execution of its functions. 

118. Control of Income-tax authorities.- (1) Inspecting Assistant Commi- 
ssioners shall be subordinate to the Commissioners within whose jurisdiction the\ 
perform their functions, and also to the Director of Inspection. 

(2) Income-tax Officers shall be subordinate to the Commissioners and 
the Inspecting Assistant Commissioner within whose jurisdiction they perform 
their functions and also to the Director of Inspection. 

(3) Inspectors of Income-tax shall be subordinate to the Income-tax 
Officers or other Income-tax authoiity under whom they are appointed to work 
and to any other Income-tax authority to whom the said officer or other authority 
is subordinate. 


Explanation. — For 'he purposes of sub-section (1), “Director of Inspection” 
does not include a Deputy Director of Inspection or an Assistant Director of 
Inspection ; and for the purposes of sub-section (2), “Director of Inspection” 
does not include an Assistant Director of Inspection. 

119. Instructions to subordinate authorities.— (1) All officers and persons 
employed in the execution of this Act shall observe and follow the orders, instruc- 
tions and directions of the Board : 

Provided that no such orders, instructions or directions shall be given so as 
to interfere with the discretion of the Appellate Assistant Commissioners in the 
exercise of his appellate functions. 

(2) Every Income-tax Officer employed in the execution of this Act shall 
observe and follow such instructions as may be issued to him for his guidance by 
the Director of Inspection or by Commissioner or by the Inspecting Assistant 
Commissioner within whose jurisdiction he performs his functions, 

II— 14 
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B.— Juriadiction 

• 

120. Jurisdiction of Directors of Inspection.— Directors of Inspection shall 
perform such functions of any other Income-tax authority as may be assigned 
to them by Board. 

121. Jurisdiction of Commissioners. — (1) Commissioners shall perform 
their functions in respect of such areas or of such persons or classes of persons 
or of such incomes or classes of income or of such cases or classes of cases as 
the Board may direct. 

(2) Where any direction issued under sub-section (1) have assigned to 
two or mote Commissioners, the same area or the same persons or classes of 
persons or the same incomes or classes of income or the same cases or classes of 
cases, they have concurrent jurisdiction and shall perform such functions in 
relation to the said area or persons or classes of persons or incomes or classes 
of income or cases or classes of cases as the Board may, by general or special 
order in writing, specify, for the distribution and allocation of the work to be 
performed. 

122. Jurisdiction of Appellate Assistant Commissioners.— (1) Appellate 
Assistant Commissioners shall perform their functions in respect of such areas 
or of such persons or classes of persons or of such incomes or classes of income 
as the Board may direct. 

(2) Where any directions issued under sub-section (1) have assigned to 
two or more Appellate Assistant Commissioners, the same area or the same 
persons or classes of persons or the same incomes or classes of income, they 
shall perform their functions in accordance with any order which the Board may 
make for the distribution of the work to be performed. 

123. Jurisdiction of Inspecting Assistant Commissioners. — (1) Inspecting 
Assistant Commissioner shall perform their functions in respect of such areas 
or of such persons or classes of persons or of such incomes or classes of income 
or of such cases or classes of cases as the Commissioner may direct. 

(2) Where any direction issued under sub-section (1) have assigned to 
two or more Inspecting Assistant Commissioners, the same area or the same 
persons or classes of persons or the same incomes or classes of income or the 
same cases or classes of cases, they shall have concurrent jurisdiction and shall 
perform such functions in relation to the said area or persons or classes of 
persons or incomes or classes of income or cases or classes of cases as the 
Commissioner may, by general or special order in writing, specify, for the distri- 
bution and allocation of the work to be performed. 

124. Jurisdiction of Income-tax Officers. — (1) Income-tax Officers shall 
perform their functions in respect of such areas or of such persons or classes of 
persons or of such incomes or classes of income or of such cases or classes of 
cases as the Commissioner may direct. 

(2) Where any directions issued under sub-section (1) have assigned to 
two or more Income-tax Officers, the same area or the same persons or classes 
of persons or the same incomes or classes of income or the same cases or classes 
of cases, they shall have concurrent jurisdiction and shall perform such functions 
in relation to the said gree or persons or classes of persons or Incomes or classes 
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pi income or cases or classes of cases as the Commissioner, or the Inspecting 
Assistant Commissioner authorised by him in this behalf, may by general or 
special order in writing, specify, ior the distribution and allocation of the work 
to be performed. 

(3) Within the limits of the area assigned to him, the Income-tax Officer 
shall have jurisdiction — 

(a) in respect of any person carrying on a business or profession, if the 
place at which he carries on his business or profession is situate within the area 
or where his business or profession is carried on in more places than one, if the 
principal place of his business or profession is situate within the area, and 

(b) in respect of any other person residing within the area. 

(4) When a question arises under this section as to whether an Income- 
tax Officer has jurisdiction to assess any person, the question shall be determined 
by the Commissioner or where the question is one relating to areas within the 
jurisdiction of different Commissioners, by the Commissioners concerned or if 
they are not in agreement, by the Board. 

(5) No person shall be entitled to call in question the jurisdiction of an 
Income-tax Officer — 

(a) after the expiry of one month from the date on which he has made 
a return under sub-section (1) of Section 139 or after the completion of the 
assessment, whichever is earlier ; 

(b) where he has made no such return, after the expiry of the time 
allowed by the notice under sub-section (2) of Section 139 or under Section 148 
for the making of the return. 

(6) Subject to the provision of sub-section (5), where an assessee calls in 
question the jurisdiction of an Income-tax Officer, then, the Income-tax Officer 
shall, if not satisfied with the correctness of the claim, refer the matter for deter- 
mination under sub-section (4) before assessment is made. 

(7) Notwithstanding anything contained in this section or in Section 
130A every Income-tax Officer shall have all the powers conferred by or under 
this Act on an Income-tax Officer in respect of any income accruing or received 
within the area for which he is appointed. 

125. Power of Commissioner respecting specified areas, cases, persons, etc. 

— (1) The Commissioner, may, by general or special order in writing, direct 
that — 

(a) the powers conferred on the Income-tax Officer and the Appellate 
Assistant Commissioner by or under this Act shall, in respect of any specified 
case or class of cases or of any specified person or class of persons, be exercised 
by the Inspecting Assistant Commissioner and the Commissioner respectively ; 

(b) such of the functions assigned to the Income-tax Officer by or 
under this Act, as are specified in any such order may, in respect of any specified 
area, case or class of cases, person or class of persons or class of incomes, be 
performed by an Inspector of Income-tax or any member of the ministerial staff, 
subordinate to the Commissioner or any other Income-tax authority subordinate 
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to him, and specified in such order, subject to such conditions, restrictions or 
limitations as may be specified therein : 

Provided that the Commissioner shall not unless he is authorised in this 
behalf by the Board by general or special order in writing, make an order under 
clause (b) in relation to the functions of an Income-tax Olficer mentioned in the 
following provisions of this Act, namely. Sections 131, 132, 132A, 140A, 143, 
144, 146, 147, 148. 162, 171, 172, 174, 175, 176, 177, 178, 183, 184, 185, 
189. 221, 222, 226. 228, 253 and 271 to 274. (both inclusive). 

(2) For the purposes of any case or person or proceeding under this Act 
in respect of which or whom an order under sub-section (1) applies — 

(a) where such order is made under clause (a) of the said sub- 
section (1) references in this Act or in any rule made hereunder to the Income- 
tax Officer and the Appellate Assistant Commissioner shall be deemed to be 
relerences to the Inspecting Assistant Commissioner and the Commissioner, res- 
pectively, and 

(i) any provision of this Act requiring an approval or sanction of 
the Inspecting Assistant Commissioner shall not apply ; 

(ii) any appeal which would otherwise have lain to the Appellate 
Assistant Commissioner shall lie to the Commissioner ; 

(iii) any appeal which would otherwise have lain Irom an order of 
the Appellate Assistant Commissioner to the Appellate Tribunal shall lie lrom 
the order to the Commissioner ; 

(b) where such order is made under clause (b) of the said sub-section 
(1) references in this Act or in any rule made hereunder to the Income-tax Officer 
shall be deemed to include references to the Inspector of Income-tax or the 
member of the ministerial staff specified in such order. 

126. Powers of Board respecting specified area, classes of persons or 
incomes. — Notwithstanding anything contained in the foregoing sections the 
Board may, by notifications in the Official Gazette, empower Commissioners, 
Appellate Assistant Commissioners, Inspecting Assistant Commissioners and 
Income-tax Officers to perform such functions in respect of such area or of such 
classes of persons or of such classes of income as may be specified in the noti- 
fication, and thereupon the functions so specified shall cease to be performed in 
respect of the area or classes of persons or classes of income by the other authori- 
ties under Section 121, Section 123 or Section 124. 

127. Power to transfer cases. — (1) The Commissioner may, after giving the 
assessee a reasonable opportunity of being heard in the matter, wherever 
it is possible to do so, and after recording his reasons for doing so, transfer 
any case from any Income-tax Officer or Income-tax Officers, subordinate to 
him to any other Income-tax Officer or Income-tax Officers also subordinate 
to him and Board may similarly transfer any case from any Income-tax 
Officer or Income-tax Officers to any oiher Income-tax Officer or Income-tax 
Officers : 

Provided that .nothing in this sub-section shall be deemed to require any 
such opportunity to be given where the transfer is from any Income-tax Officer 
or Income-tax Officers to any other Income-tax Officer or Income-tax Officers 
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and the offices of all such Income-tax Officers are situated in the same city, 
locality or place : 

Provided further that where any case has been transferred from any 
Income-tax Officer or Income-tax Officers to two or more Income-tax Officers, 
the Income-tax Officers to whom the case is so transferred shall have concurrent 
jurisdiction over the case and shall perlorm such functions in i elation to the said 
case as the Board or the Commissioner (or any Inspecting Assistant Commi- 
ssioner authorised by the Commissioner in this behall ) may, by general or 
special order in writing, specity, for the distribution and allocation or the work 
to be performed. 

(2) The transfer of a case under sub-section (1) may be made at any 
stage of the proceecdings, and shall not render necessary the re-issue of any 
notice already issued by the Income-tax Officer or Income-tax Officers from whom 
the case is transferred. 

Explanation. — In this section and in Sections 121, 123, 124 and 125, the 
word “case”, in relation to any person whose name is specified in any order or 
direction issued thereunder, means all proceedings under this Act in respect of 
any year which may be pending on the date of such order or direction or which 
may have been completed on or before such date, and includes also all pro- 
vctumg' under this Act which may be commenced after the date ol such order 
or direction in respect of any year. 

128. Function of inspectors of Income-tax. — Inspectors of Income-tax shall 
perform such functions in the execution of this Act as are assigned to them by 
the Commissioner by an order, whether, made under clause (b) of sub-section (1) 
of Section 125 or otherwise, or by any other Income-tax authority under whom 
they are appointed to work. 

129. Change of incumbent erf an office. — Whenever in respect of any pro- 
ceeding under this Act an Income-tax authority ceases jurisdiction and is 
succeeded by another who has and exercises jurisdiction, the Income-tax autho- 
rity so succeeding may continue the proceeding from the stage at which the 
proceeding was left by his predecessor : 

Provided that the assessee concerned may demand that before the proceed- 
ing is continued the previous proceeding or any part thereof be re-opened or that 
before any order of assessment is passed against him, he be re-heard. 

130. Commissiouer competent to perform any function or functions. — 

(1) In respect of any function to be performed by a Commissioner under any 
provision of this Act in relation to an assessee, the Commissioner referred to 
therein shall. — 

(a) in a case where only one Commissioner has jurisdiction over such 
assessee, be such Commissioner ; 

(b) in a case where two or more Commissioner have concurrent juris- 
diction over such assessee, be the Commissioner empowered to perform such 
function by the Board. 

(2) Subject to the provisions of sub-section (l), for the purposes of sec- 
tions 253, 254, 256, 263 and 264, the Commissioner referred to therein shall, in 
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relation to an assessee, be the Commissioner having for the time being jurisdic- 
tion over the assessee. 

130A. Income-tax Officer competent to perform any function or 
functions. — In respect of any function to be performed by an Income-tax Officer 
under any provision of this Act in relation to an assessee, the income-tax Officer 
referred to therein shall, — 

(a) in a case where only one Income-tax Officer has jurisdiction over 
such assessee, be such Income-tax Officer ; 

(b) in a case where two or more Income-tax Officers have concurrent 
jurisdiction over such assessee, be the Income-tax Officer empowered to pertorm 
such function by the Board or, as the case may be, the Income-tax Officer to 
whom such function has been assigned by an order of the Commissioner or of 
the Inspecting Assistant Commissioner authorised by the Commissioner in this 
behalf. 


C.— Powers 

131. Power regarding discovery, productions of evidence etc.— (1) The 

Income-tax Officer, Appellate Assistant Commissioner, Inspecting Assistant 
Commissioner and Commissioner shall for the purposes of this Act, have the 
same powers as are vested in a court under the Code of Civil Procedure. 1908 
( 5 of 1908 ), when trying a suit in respect of the following matters, namely— 

(a) discovery and inspection ; 

(b) enforcing the attendance of any person, including any officer of a 
banking company and examining him on oath ; 

(c) compelling the production of books of account and other 

documents ; and 

(d) issuing commissions. 

(2) Without prejudice to the provisions of any other law for the time being 
in force, where a person to whom a summon is issued either to attend to give 
evidence or produce books of account or other documents at a certain place and 
time, intentionally omits to attend or produce the books of account or documents 
at the place or time, the Income-tax authority may impose upon him such fine 
not exceeding five hundred rupees as he thinks fit, and the fine so levied may be 
recovered in the manner provided in Chapter XVII-D. 

(3) Subject to any rules made in this behalf, any authority referred to in 
sub-section (1) may impound and retain in its custody for such period as it thinks 
fit any books of account or other documents produced before it in any proceeding 
under this Act : 

Provided that an Income-tax Officer shall not — 

(a) impound any books of account or other documents without record- 
ing his reason for so doing, or 

(b) retain in his custody any such h°°ks ° r documents for a period 
exceeding fifteen days ( exclusive of holidays ) without obtaining the 
approval of the Commissioner therefor. 
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132. Search and s*iiaw. — (1) Where the Director of Inspection or the 
Commissioner, in consequent of information in his possession, has reason to 
believe that— 

(a) any person to whom a summon under sub-section (1) of Section 37 
of the Indian Income-tax Act, 1922 ( 11 of 1922), or under sub-section (1) of 
Section 131 of this Act, or a notice under sub-section (4) of Section 22 of the 
Indian Income-tax Act, 1922 or under sub-section (1) of Section 142 of this Act 
was issued to produce, or cause to be produced, any books of account or other 
documents has omitted or failed to produce, or cause to be produced, such books 
of account, or other documents as required by such summons or notice, or 

(b) any person to whom a summon or notice as aforesaid has been 
or might be issued will not, or would not, produce or cause to be produced, any 
books of account or other documents which will be useful for, or relevant to, 
any proceeding under the Indian Income-tax Act, 1922 ( 1 1 of 1922), or under 
this Act, or 

(c) any person who is in possession of any money, bullion, jewellery or 
other valuable article or thing and such money, bullion, jewellery or other 
valuable article or thing represents either wholly or partly income or property 
v j i !c 1 1 i«::s not been disclosed for the purposes of the Indian Income-tax Act, 
1922 ( 11 of 1922). or this Act (hereinafter in this section referred to as the 
undisclosed income or property), 

he may authorise any Deputy Director of Inspection. Inspecting Assistant 
Commissioner, Assistant Director of Inspection or Income-tax Officer (herein- 
after referred to as the authorised officer ) to — 

(i) enter and search any building or place where he has reason to sus- 
pect that such books of account, other documents, money, bullion, jewellery or 
other valuable article or thing are kept ; 

(ii) break open the lock of any door, box, locker, safe, almirah or 
other receptacle for exercising the powers conferred by clause (i) where the keys 
thereof are not available ; 

(iii) seize any such books of account, other documents, money, 
bullion, jewellery or other valuable article or thing found as a result of such 
search ; 

(iv) place marks of identification on any books of account or other 
documents or make or cayse to be made extracts or copies therefrom ; 

(v) make a note or an inventory of any such money, bullion, jewellery 
or other valuable article or thing. 

(2) The authorised officer may requisition the services of any police officer 
or of any officer of the Central Government, or of both, to assist him for all or 
any of the purposes specified in sub-section (1) and it shall be the duty of every 
such officer to comply with such requisition. 

(3) The authorised officer may, where it is not practicable to seize any 
such books of account, other document, money, bullion, jewellery or other 
valuable article or thing, serve an order on the owner or the person who is in 
immediate possession or control thereof that he shall not remove, part with or 
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otherwise deal with it except with the previous permission of such officer and 
such officer may take such steps as may be necessary for ensuring compliance 
with this sub-section. 

(4) The authorised officer may, during the course of the search or seizure, 
examine on oath any person who is found to be in possession or control of any 
books of account, documents, money, bullion, jewellery or other valuable article 
or thing and any statement made by such person during such examination may 
thereafter be used in evidence in any proceeding under the Indian Income-tax 
Act, 1922 ( 11 of 1922 ), or under this Act. 

(5) Where any money, bullion, jewellery or other valuable article or thing 
(hereinafter in this section and Section 132A referred to as the assets ) is seized 
under sub-section (1), the Income-tax Officer, after affording a reasonable oppor- 
tunity to the person concerned for being heard and making such enquiry as may 
be prescribed, shall, within ninety days of the seizure, make an order, with the 
previous approval of the Commissioner. — 

(i) estimating the undisclosed income ( including the income from the 
undisclosed property ) in a summary manner to the best of his judgment on the 
basis of such materials as are available with him ; 

(ii) calculating the amount of tax on the income so estimated in accor- 
dance with the provisions of the Indian Income-tax Act, 1922 ( 11 of 1922), or 
this Act ; 

(iii) specifying the amount that will be required to satisfy any existing 
liability under this Act and any one or more of the Acts specified in clause (a) 
of sub-section (1) of Section 230A in respect of which such person is in default 
or is deemed to be in default ; 

and retain in his custody such assets or part thereof as are in his opinion 
sufficient to satisfy the aggregate of the amounts referred to in clauses (ii) and 
(iii) and forthwith release the remaining portion, if any, of the assets to the 
persons from whose custody they were seized : 

Provided that if, after taking into account the materials available with him, 
the Income-tax Officer is of the view that it is not possible to ascertain to which 
particular previous year or years such income or any part thereof relates, he may 
calculate the tax on such income or part, as the case may be, as if such income 
or part were the total income chargeable to tax at the rates in force in the finan- 
cial year in which the assets were seized : 

Provided further that where a person has paid or made satisfactory arrange- 
ments for payment of all the amounts referred to in clauses (ii) and (iii) or any 
part thereof, the Income-tax Officer may with the previous approval of the 
Commissioner, release the assets or such part thereof as he may deem fit in the 
circumstances of the case. 

(6) The assets under sub-section (5) may be dealt with in accordance with 
the provisions of Section 132A. 

(7) If the Income-tax Officer is satined that the seized assets or any part 
thereof were held by such person for or on behalf of any other person, the Income- 
tax Officer may proceed under sub-section (5) against such other person and all 
the provisions of this section shall apply accordingly. 
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(8) The books of account or other documents seized under sub-section 
(1) shall not be retained by the authorised officer for a period exceeding one 
hundred and eighty days from the date of the seizure unless the reasons for 
retaining the same are recorded by him in writing and the approval of the 
Commissioner for such retention is obtained : 

Provided that the Commissioner shall not authorise the retention of the 
books of account and other documents for a period exceeding thirty days after 
all the proceedings under the Indian Income-tax Act, 1922 ( 11 of 1922), or this 
Act in respect of the years for which the books of account or other documents 
are relevant are completed. 

(9) The person from whose custody any books of account or other docu- 
ments are seized under sub-section (1) may make copies thereof, or take ex- 
tiacls therefrom, in the presence of the authorised officer or any other person 
empowered by him in this behalf, at such place and time as the authorised 
officer may appoint in this behalf. 

(10) If a person legally entitled to the books of account or other docu- 
ments seized under sub-section (1) objects for any reason to the approval given 
by the Commissioner under sub-section (8), he may make an application to the 
Board stating therein the reasons for such objection and requesting for the 
return of the books of account or other documents. 

(11) If any person objects for any reason to an order made under sub- 
section (5), he may, within thirty days of the date of such order, make an 
application to such authority as may be notified in this behalf by the Central 
Government in the Official Gazette (hereinafter in this section referred to as 
the notified authority ), stating therein the reasons for such objection and re- 
questing for appropriate relief in the matter. 

(12) On receipt of the application under sub-section (10) the Board, or on 
receipt of the application under sub-section (11) the notified authority, may, after 
giving the applicant an opportunity of being heard, pass such orders as it 
thinks fit. 

(13) The provisions of the Code of Criminal Procedure, 1898 (5 of 1898), 
relating to searches and seizure shall apply, so far as may be, to searches and 
seizure under sub-section (1). 

(14) The Board may make rules in relation to any search or seizure under 
this section in particular, and without prejudice to the generality of the forego- 
ing power, such rules may provide for the procedure to be followed by the 
authorised officer — 

(i) for obtaining ingress into such building or place to be searched 
where free ingress thereto is not available ; 

(ii) for ensuring safe custody of any books of account or other docu- 
ments or assets seized. 

Explanation 1. — In computing the period of ninety days for the purposes 
of sub-section (5), any period during which any proceeding under this section 
is stayed by an order or injunction of any court shall be excluded. 

Explanation 2.— In this section, the word “proceeding” means any proceed- 
ing in respect of any year, whether under the Indian Income-tax Act, 1922 
11—15 
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( 11 of 1922), or this Act, which may be pending on the date on which a search 
is authorised under this section or which may have been completed on or before 
such date and includes also all proceedings undef this Act which may be com- 
menced after such date in respect of any year. 

132A. Application of retained assets.— (1) The assets retained under 
sub-section (5) of Section 132 may be dealt with in the following manner, 
namely — 

(i) The amount of the existing liability referred to in clause (iii) of 
the said sub-section and the amount of the liability determined on completion 
of the regular assessment or reassessment for all assessment years relevant to 
the previous years to which the income referred to in clause (i) of that sub-section 
relates, and in respect of which he is in default or is deemed to be in default 
may be recovered out of such assets. 

(ii) If the assets consist solely of money, or partly of money and 
partly of other assets, the Income-tax Officer may apply such money in the 
discharge of the liabilities referred to in clause (i > and the assessee shall be 
discharged of such liability to the extent of the money so applied. 

(iii) The assets other than money may also be applied for the discharge 
of any such liability referred to in clause (i) as remains undischarged and for 
this purpose such assets shall be deemed to be under distraint as if such dis- 
traint was effected by the Income-tax Officer under authorisation from the 
Commissioner under sub-section (5) of Section 226 and the Income-tax Officer 
may recover the amount of such liabilities by the sale of such assets and such 
sale shall be effected in the manner laid down in the Third schedule. 

(2) Nothing contained in sub-section (1) shall preclude the recovery of 
the amount of liabilities aforesaid by any other mode laid down in this Act. 

(3) Any assets or proceeds thereof which remain after the liabilities 
referred to in clause (i) of sub-section (1) are discharged shall be forthwith 
made over or paid to the person from whose custody the assets were seized. 

(4) (a) The Central Government shall pay simple interest at the rate ,of 
nine per cent per annum on the amount by which the aggregate of money retained 
under Section 132 and of the proceeds, if any, of the assets sold towards the 
discharge of the existing liability referred to in clause (iii) of sub-section (5) 
°f that section exceeds the aggregate of the amounts required to meet the 
liabilities referred to in clause (i) of sub-section (1) of this section. 

(b) Such interest shall run from the date immediately following the 
expiry of the period of six months from the date of the order under sub-section 
15) of Section 132 to the date of the regular assessment or reassessment referred 
to in clause (i) of sub-section (I) or, as the case may be, to the date of last of 
such assessments or reassessments. 

133. Power to call for information. — The Income-tax Officer, the Appel- 
late Assistant Commissioner or the Inspecting Assistant Commissioner may, for 
the purposes of this Act,— 

(1) require any firm to furnish him with a return of the names and 
addresses of the partner? pf the firm and their respective shares ; 
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(2) require any Hindu undivided family to furinsh him with a return of 
the names and addresses of the manager and the members of the family ; 

(3) require any person whom he has reason to believe to be a trustee^ 
guardian or agent, to furnish him with a return of the names of the persons for 
or of whom he is trustee, guardian or agent, and of their addresses ; 

(4) require any assessee to furnish a statement of the names and addresses 
of all persons to whom he has paid in any previous year rent, interest, commi- 
ssion, royalty or brokerage, or any annuity, not being any annuity taxable under 
the head “Salaries” amounting to more than four hundred rupees, together with 
particulars of all such payments made ; 

(5) require any dealer, broker or agent or any person concerned in the 
management of a stock or commodity Exchange to furnish a statement of the 
names and addresses of all persons to whom he or the Exchange has paid any 
sum in connection with the transfer, whether by way of sale, exchange or other- 
wise, of assets, or on whose behalf or from whom he or the Exchange has 
received any such sum, together with particulars of all such payments and 
receipts ; 

) require any person, including a banking company or any officer there- 
of, to furnish information in relation to such points or matters, or to furnish 
statements of accounts and affairs verified in the manner specified by the 
Income-tax Officer, the Appellate Assistant Commissioner or the Inspecting 
Assistant Commissioner giving information in relation to such points or matters 
as, in the opinion of the Income-tax Officer, the Appellate Assistant Commi- 
ssioner or the Inspecting Assistant Commissioner, will be useful for, or relevant 
to, any proceeding under this Act, 

133A. Power of survey. — (1) Notwithstanding anything in any other pro- 
vision, an Income-tax Officer or any Inspector of Income-tax authorised by him 
in this behalf may enter — 

(a) any place within the limits of the area assigned to him, or 

(b) any place occupied by any person in respect of whom the Income-tax 
Officer exercises jurisdiction, 

at which a busines or profession is carried on, whether such place be the 
principal place or not of such business or profession, and require any proprietor, 
employee or any other person who may at that time and place be attending 
in any manner to, or helping in the carrying on of, such business or profession 
to afford him the necessary facility to inspect such books of account or other 
documents as he may require and which may be available at such place and 
on the inspection of such accounts or documents he may, if he so deems 
necessary, place marks of identification thereon or cause to be made extracts 
thereform : 

Provided that the Income-tax Officer or such Inspector of Income-tax may 
enter any place referred to in this section only during such hours as the place is 
open for the conduct of the business or profession : 

Provided further that while acting under this section the Income-tax 
Officer or such Inspector of Income-tax shall not remove or cause to be removed 
from the place which he has entered any books of account or other documents. 
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(2) If a person who under sub-section (1) is required to afford facility to 
the Income-tax Officer or the Inspector of Income-tax to inspect books of account 
or other documents either refuses or evades to do so, the Income-tax Officer 
shall have all the powers under sub-section (1) and (2) of Section 131 for 
enforcing compliance of the requirement made. 

134. Power to inspect registers of companies. — The Income-tax Officer, the 
Appellate Assistant Commissioner or the Inspecting Assistant Commissioner, or 
any person subordinate to him authorised in writing in this behalf by the Income- 
tax Officer, the Appellate Assistant Commissioner or the Inspecting Assistant 
Commissioner, may inspect, and if necessary, take copies or cause copies to be 
taken, of any register of the members, debenture holders or mortgagees of any 
company or of any entry in such register. 

135. Power of Director of Inspection, Commissioner and Inspecting Assis- 
tant Commissioner. — The Director of Inspection, the Commissioner and the 
Inspecting Assistant Commissioner shall be competent to make any enquiry under 
this Act, and for this purpose shall have all the powers that an Income-tax 
Officer has under this Act in relation to the making of enquires. 

136. Proceeding before Income-tax authorities to be judicial proceedings 

— Any proceeding under this Act before an Income-tax authority shall be deem- 
ed to be judicial proceeding within the meaning of Sections 193 and 228 and for 
the purposes of Section 196 of the Indian Penal Code (45 of 1860). 

D. — Disclosure of information 


137. (Omitted). 

138. Disclosure of information respecting assessees. — (1) (a) The Board 
or any other Income-tax authority specified by it by a general or special order 
in this behalf may furnish or cause to be furnished to — 

(i) any officer, authority or body performing any functions under any 
law relating to the imposition of any tax, duty or cess, or to dealings in foreign 
exchange as defined in Section 2 (d) of the Foreign Exchange Regulation Act, 
1947 ( 7 of 1947 ) ; or 

(ii) such officer, authority or body performing functions under any other 
law as the Central Government may, if in its opinion it is necessary so to do 
in the public interest, specify notification in the Official Gazette in this behalf, 

any such information relating to any assessee in respect of any assessment 
made under this Act or the Indian Income-tax Act, 1922 as may, in the opinion 
of the Board or other Income-tax authority, be necessary for the purpose of 
enabling the officer, authority or body to perform his or its functions under that 
law. 

(b) Where a person makes an application to the Commissioner in the pres- 
cribed form for any information relating to any assessee in respect of any assess- 
ment made under this Act or the Indian Income-tax Act, 1922 on or after the 
1st day of April, 1960, the Commissioner ffiay, if he is satisfied that it is in the 
public interest so to do, furnish or cause to be furnished the information asked 
for in respect of that assessment only and his decision in this behalf shall be 
final and shall not be ealled in question in any court of law. 
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(2) Notwithstanding anything contained in sub-section (1) or any other 
law for the time being in force, the Central Government may, having regard to 
the practices and usages customary or any other relevan factors, by orders 
notified in the Official Gazette, direct that no information or document shall be 
furnished or produced by a public servant in respect of such matters relating 
to such class of assessees or except to such authorities as may be specified in the 
order. 


CHAPTER XIV 

PROCEDURE FOR ASSESSMENT 

139. Return of income. — (1) Every person, if his total income or the 
total income of any other person in respect of which he is assessable under this 
Act during the previous year exceeded the maximum amount which is not 
chargeable to Income-tax, shall furnish a return of his income or the income of 
such other person during the previous year in the prescribed form and verified 
in the prescribed manner and setting forth such other particulars as may be 
prescribed — 

(a) in the case of every person whose total income, or the total income 
of any other person in respect of which he is assessable, under this Act, includes 
any income from business or profession, before the expiry of six months from 
the end of the previous year or where there is more than one previous year, from 
the end of the previous year which expired last before the commencement of 
the assessment year, or before the 30th day of June of the assessment year, 
whichever is later ; 

(b) in the case of every other person, before the 30th day of June of the 
assessment year : 

Provided that, on an application made in the prescribed manner, the 
Income-tax Officer may. in his discretion, extend the date for furnishing the 
return — 


(i) in the case of any person whose total income includes any income 
from business or profession the previous year in respect of which expired on or 
before the 31st day of December of the year immediately preceeding the assess- 
ment year, and in the case of any person referred to in clause (b), up to a period 
not extending beyond the 30th day of September of the assessment year without 
charging any interest ; 

(ii) in the case of any person whose total income includes any income 
from business or profession the previous year in respect of which expired after 
the 31st day of December of the year immediately preceeding the assessment 
year, up to the 31st day of Dcecember of the assessment year without charging 
any interest ; and 

(iii) up to any period falling beyond the date mentioned in clauses (i) 
and (ii). in which case, interest at nine per cent per annum shall be payable from 
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the 1st day of October or the 1st day of January, as the case may be, of the 
assessment year to the date of the furnishing of the* return 

(a) in the case of a registered firm or an unregistered firm which has 
been assessed under clause (b) of Section J83, on the amount ot 
tax which would have been payable if the firm had been assessed 
as an unregistered firm ; and 


(b) in any other case, on the amount of tax payable on the total in- 
come as finally assessed, reduced by the advance tax, if any, paid 
or by any tax deducted at source as the case may be. 


(1A) Where as a result of an order under Section 154 or Section 155 or 
Section 250 or Section 254 or Section 260 or Section 262 or Section 264, the 
amount of tax on which interest was payable under clause (iii) of the proviso to 
sub-section (1) has been reduced, the interest shall be reduced accordingly, and 
the excess interest paid, if any, shall be refunded. 


(2) In the case of any person who, in the Income-tax Officer’s opinion, is 
assessable under this Act, whether on his own total income or on the total 
income of any other person during the previous year, the Income-tax Officer may 
before the end of relevant assessment year, serve a notice upon him requiring 
him to furnish, within thirty days from the date of service of the notice, a return 
of his income or the income of such person during the previous year, in the 
prescribed form and verified in the prescribed manner and setting forth such 
other particulars as may be prescribed : 


Provided that on an application made in the prescribed manner the Income- 
tax Officer may, in his discretion extend the date for the furnishing of the 
return, and when the date for furnishing the return, whether fixed originally or 
on extension, falls beyond the 30th day of September or, as the case may be, the 
31st day of December of the assessment year, the provisions of sub-clause (iii) 
of the proviso to sub-section (1) shall apply. 


(3) If any person who 'has not been served with a notice under sub-section 
(2), has sustained a loss in any previous year under the head “Profits and gains 
of business or profession” or under the head “Capital gains” and claims that the 
loss or any part thereof should be carried forward under sub-section (1) of 
Section 72 or sub-section (2) of Section 73. or sub-section (1) of Section 74, he 
may furnish, within the time allowed under sub-section (1) a return of loss in the 
prescribed form and verified in the prescribed manner and containing such other 
particulars as may be prescribed, and all the provisions of this Act shall apply as 
if it were a return under sub-section (1). 


(4) (a) Any person who has not furnished a return within the time allow- 
ed to him under sub-section (1) or sub-section (2) may before the assessment 
is made, furnish the return for any previous year at any time before the end of 
the period specified in clause (b) and the provisions of clause (iii) of the proviso 
to sub-section (1) shall apply in every such case. 

(b) The period referred to in clause*' (a) shall be — 

(i) where the return relates to a previous year relevant to any assess- 
ment year commencing on the 1st day of April, 1967, four years from the end 
of such assessment yeart 
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(ii) where the return relates to a previous year relevant to the assess- 
ment year commencing on the 1st day of April, 1968, three years from the end 
of the assessment year ; 

(iii) where the return relates to a previous year relevant to any other 
assessment year, two years from the end of such assessment year. 

(5) If any person having furnished a return under sub-section (1) or sub- 
section (2), discovers any omission or any wrong statement therein, he may 
furnish a revised return at any time before the assessment is made. 

(6) The prescribed form of the returns referred to in sub-scctions ( 1 ), (2) 
and (3) shall, in the case of an assessee engaged in business or profession, require 
him to furnish particulars of the location and style of the principal place where 
he carries on the business or profession and all the branches thereof, the names 
and addresses of his partners, if any, in such business or profession and if he is a 
member of an association or body of individuals, the names of the other members 
of the association or the body and the extent of the share of the assessee and 
the shares of all such partners or the members, as the case may be. in the profits 
of the business or profession and any branches thereof. 

< 7 ) No return under sub-section (1) need be furnished by any person for 
any previous year if he has already furnished a return of income for such year 
in accordance with the provision of sub-section (2). 

(8) Notwithstanding anything contained in clause (iii) of the proviso to 
sub-section (1), the Income-tax Officer may, in such case and under such cir- 
cumstances as may be prescribed, reduce or waive the interest payable by any 
person under any provision of this section. 

140. Return by whom, to be signed. — The return under Section 139 shall 
be signed and verified — 

(a) in the case of an individual, by the individual himself ; where the 
individual is absent from India, by the individual concerned or by some person 
duly authorised by him in this behalf ; and where the individual is mentally 
incapacitated from attending to his affairs, by his guardian or by any other 
person competent to act on his behalf ; 

(b) in the case of a Hindu undivided family, by the Karta and, where 
the Karta is absent from India or is mentally incapacitated from attending to 
his affairs, by any other tfdult member of such family ; 

(c) in the case of a company or local authority, by the principal officer 
thereof ; 

(d) in the case of a firm, by any partner thereof, not being a minor ; 

(e) in the case of any other association, by any member of the associa- 
tion or the principal officer thereof ; and 

<f) in the case of any other person by that person or by some person 
competent to act on his behalf. 

140A. Self-assessment — (1) Where a return has been furnished under 
Section 139 and the tax payable on the basis of that return as reduced by any 



120 


INCOME-TAX LAW AND PRACTICE IN INDIA 


[Sections 


tax already paid under any provision of this Act exceeds five hundred rupees, 
the assessee shall pay the tax so payable within thirty days of furnishing the 
return. 


(2) After a provisional assessment under Section 141 or a regular assess- 
ment under Section 143 or Section 144 has been made, any amount paid under 
sub-section (1) shall be deemed to have been paid towards the provisional assess- 
ment or regular assessment, as the case may be. 

(3) If any assessee fails to pay the tax or any part thereof in accordance 
with the provisions of sub-section (1), he shall, unless a provisional assessment 
under Section 141 or a regular assessment under Section 143 or Section 144 
has been made before the expiry of thirty days referred to in that sub-section, 
be liable, by way of penalty, to pay such amounts as the Income-tax Officer 
may direct, so however, that the amount of penalty does not exceed fifty per 
cent of the amount of such tax or part, as the case may be : 

Provided that before levying any such penalty, the assessee shall be given 
a reasonable opportunity of being heard. 

141. Provisional assessment. — (1) The Income-tax Officer may. at any 
time after the receipt of a return made under Section 139, proceed to make, in 
a summary manner, a provisional assessment of the tax payable by the assessee, 
on the basis of his return and the accounts and documents, if any, accompany- 
ing it. 

(2) In making any assesssment under this section due effect shall be 
given to— 

fa) the allowance referred to in sub-section (2) of Section 32, and 

(b) any loss carrjed forward under sub-section (1) of Section 72 or 
sub-section (2) of Section 73 or sub-section (1) of Section 74. 

(3) A partner of a firm may be assessed under sub-section (1) in respect 
of his share in the income of the firm, if its return has been received, even if 
the return of the partner himself has not been received. 

(4) A firm may be assessed under sub-section (1) as an unregistered 
firm, except in the following cases, where it shall be assessed as a registered 
firm — 


(a) where the firm was assessed as a registered firm for the latest 
assessment year for which its assessment has been completed, and it has before 
the expiry of the period laid down in Chapter XVI-fe filed its application for 
registration or declaration under sub-section (7) of Section 184 for the assessment 
year for which the provisional assessment is to be made ; 

(b) where no regular assessment has been made on the firm for any 
assessment year preceding the assessment year for which provisional assessment 
is to be made, and the firm has, before the expiry of the period laid down in 
Chapter XVI-B filed its application for registration, or as aforesaid, for the 
assessment year for which the provisional assessment is to be made. 

(5) After a regular assessment has been made, any amount paid or 
deemed to have been paid towards the provisional assessment made under sub- 
section (1) shall be deemed to have been paid towards the regular assessment ; 
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and where the amount paid or deemed to have been paid towards the provisional 
assessment exceeds the amount payable under the regular assessment, the excess 
shall be refunded to the assessee. 

(6) Nothing done or suffered by reason or in consequence of any pro- 
visional assessment made under this section shall prejudice the determination, 
on the merits, of any issue which may arise in the course of the regular assess- 
ment. 

(7) There shall be no right of appeal against a provisional assessment 
made under sub-section (1). 

141 A. Provisional assessment for refund. — (1) Where a return has been 
furnished under Section 139 and the assessee claims that the tax paid or deemed 
to have been paid under the provisions of Chapter XVII-B or Chapter XVII-C 
exceeds the tax payable on the basis of the return and accounts and documents 
accompanying it, the Income-tax Officer may. if he is of opinion that the regular 
assessment of the assessee is likely to be delayed, proceed to make, in a summary 
manner, a provisional assessment of the sum refundable to the assessee, on the 
basis of such return, accounts and documents. 

(2) In making any assessment under this section due effect shall be 
giver, to - 

(a) the allowance referred to in sub-section (2) of Section 32 ; and 

(b) any loss carried forward under sub-section 0) of Section 72, sub- 
section (2) of Section 73 or sub-section (l) of Section 74. 

(3) A firm may be assessed under sub-section (1) as an unregistered 
film, except in the following cases, where it shall be assessed as a registered 
firm — 

(a) where the firm was assessed as a registered firm for the latest 
assessment year for which its assessment has been completed ; and it has before 
the expiry of the period laid down in Chapter XVI-B filed its application for 
registration or declaration under sub-section (7) of Section 184 for the assess- 
ment year for which the provisional assessment is to be made ; 

(b) where no regular assessment has been made on the firm for any 
assessment year preceding the assessment year for which the provisional assess- 
ment is to be made, and the firm has, before the expiry of the period laid 
down in Chapter XVI-B filed its application for registration or declaration 
as aforesaid, for the assessment year for which the provisional assessment is 
to be made. 

(4) After a regular* assessment has been made, any amount refunded on 
provisional assessment made under sub-section (1) shall be dealt with in the 
manner specified hereunder, namely — 

(a) where the sum refundable on regular assessment is equal to or 
exceeds the amount refunded under sub-section (1), the amount so refunded 
shall be deemed to have been refunded towards the regular assessment ; 

(b) where no refund is due on regular assessment or the amount 
refunded under sub-section (1) exceeds the amount refundable on regular 
assessment, the whole or the excess amount so refunded shall be deemed to 
be tax payable by the assessee and the provisions of this Act shall apply 
accordingly. 

n— 16 
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(5) Nothing done or suffered by reason or in consequence of any pro- 
visional ass essm ent made under this section shall prejudice the determination, 
on the merits, of any issue which may arise *in the course of the regular 
assessment. 

(6) There shall be no right of appeal against a provisional assessment 
made under sub-section (1). 

142. Enquiry before assessment. — (1) For the purpose of making an 
assessment under this Act, the Income-tax Officer may serve on any person who 
has made a return under Section 139 or upon whom a notice has been served 
under sub-section (2) of Section 139 ( whether a return has been made or not) a 
notice requiring him, on a date to be therein specified, — 

(i) to produce, or cause to be produced, such accounts or documents 
as the Income-tax Officer may require, or 

(ii) to furnish in writing and verified in the prescribed manner infor- 
mation in such form and on such points or matters ( including statement of all 
assets and liabilities of the assessee, whether included in the accounts or not ) 
as the Income-tax Officer may require : 

Provided that — 

(a) the previous approval of the Inspecting Assistant Commissioner 
shall be obtained before requiring the assessee to furnish a statement of all assets 
and liabilities not included in the accounts ; 

(b) the Income-tax Officer shall not require the production of any 
accounts relating to a period more than three years prior to the previous year. 

(2) For the purpose of obtaining full information in respect of the income 
or loss of any person the Income-tax Officer may make such enquiry as he con- 
siders necessary. 

(3) The assessee Shall, except where the assessment is made under Sec- 
tion 144, be given an opportunity of being heard in respect of any material 
gathered on the basis of any enquiry under sub-section (2) and proposed to be 
utilised for the purpose of the assessment. 


143. Assessment. — (1) Where a return has been made under Section 139 
and the Income-tax Officer is satisfied without requiring the presence of the 
assessee or the production by him of any evidence that the return is correct and 
complete, he shall assess the total income or loss of the assessee, and shall deter- 
mine the sum payable by him or refundable to him on the basis of such return. 


(2) Where a return has been made under Section 139 but the Income-tax 
Officer is not satisfied without requiring the presence of the assessee or the pro- 
duction of evidence that the return is correct and complete, he shall serve on 
the assessee a notice requiring him, on a date to be therein specified, either to 
attend at the Income-tax Officer’s office or to produce, or to cause to be there 
produced, any evidence on which the assessee may rely in support of the return. 


(3) On the day specified in the notice issued under sub-section (2), or soon 
afterward as may be, the Income-tax Officer, after hearing such evidence as the 
assessee may produce and such other evidence as the Income-tax Officer may 

a, ! d after takin « account all relevant material 
which the Income-tax Officer has gathered, shall, by an order in writing, assess 
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the total income or low ot the assessee, and determine the sum payable by him 
or refundable to him on the'basis of such assessment. 


144. Beat judgment assessment— If any person— 

(a) fails to make the return required by any notice given under sub- 
section (2) of Section 139 and has not made a return or revised 
return under sub-section (4) or sub-section (5) of that section, or 

(b) fails to comply with all the terms of a notice issued under sub-sec- 
tion (1) of Section 142, or 

(c) having made a return, fails to comply with all the terms of a notice 
issued under sub-section (2) oi Section 143, 

the Income-tax Officer, alter taking into account all relevant material 
which the Income-tax Officer has gathered, shall make the assessment oi the 
total income or loss to the best of his judgment and determine the sum payable 
by the assessee or refundable to the assessee on the basis of such assessment. 

145. Method of accounting. — (1) Income chargeable under the head 
“Profits and gains of business or profession’’ or “Income from other sources” 
sh'.li lx computed in accordance with the method of accounting regularly em- 
ployed by the assessee : 

Provided that in any case where the accounts are correct and complete to 
the satisfaction of the Income-tax Officer but the method emplojed is such that, 
in the opinion of the Income-tax Officer, the income cannot properly be deduced 
therefrom, then the computation shall be made upon such basis and in such 
manner as the Income-tax Officer may determine. 

(2) Where the Income-tax Officer is not satisfied about the correctness or 
the completeness of the accounts of the assessee, or where no method of 
accounting has been regularly employed by the assessee, the Income-tax Officer 
may make an asssesment in the manner provided in Section 144. 

146. Reopening of atfenment at the instance of the assessee.— Where 
an. assessee assessed under Section 144 makes an application to the Income-tax 
Officer, within one month from the date of service of a notice of demand issued 
in consequence of the assessment, for the cancellation of the assessment on the 
ground— 

(i) that he was prevented by sufficient cause from making the return 
required under sub-section (2) of Section 139, or 

(ii) that he did not receive the notice issued under sub-section (1) of 
Section 142 or sub-section (2) of Section 143, or 

(iii) that he had not a reasonable opportunity to comply, or was pre- 
vented by sufficient cause from complying, with the terms of any 
notice referred to in clause (ii), 

the Income-tax Officer shall, if satisfied about the existence of such ground, 
cancel the assessment and proceed to make a fresh assessment in accordance 
with the provisions of Section 143 or Section 144. 

147. Income escaping as s es s men t.— If— 

(a) the Income-tax Officer has reason to believe that, by reason of the 
omission or failure on the part of an assessee to make a return under Section 
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139 for any assessment year to the Income-tax Officer or to disclose fully and 
truly all material facts necessary for his assessment for that year, income char- 
geable to tax has escaped assessment for that year, or 

(b) notwithstanding that there has been no omission or failure as 
mentioned in clause (a) on the part of the asscssee, the Income-tax Officer has 
in consequence of information in his possession reason to believe that incomei 
chargeable to tax has escaped assessment for any assessment year, 

he may, subject to the provisions of Sections 148 to 153 assess or reassess 
such income or recompute the loss or the depreciation allowance, as the case 
may be, for the assessment year concerned ( hereafter in Sections 148 to 153 
referred to as the relevant assessment year ). 

Ex plana tion 1. — For the purposes of this section, the following shall also 
be deemed to be cases where income chargeable to tax has escaped assessment, 
namely — 

(a) where income chargeable to tax has been underassessed ; or 

(b) where such income has been assessed at too low a rate ; or 

(c) where such income has been made the subject of excessive relief 
under this Act, or under the Indian Income-tax Act, 1922 ( 11 of 
1922). or 

(d) where excessive loss or depreciation allowance has been computed. 

Explanation 2. — Production before the Income-tax Officer of account books 
or other evidence from which material evidence could with due diligence have 
been discovered by the Income-tax Officer will not necessarily amount to dis- 
closure within the meaning of this section. 

148. Issue of notice where income has escaped assessment. — (1) Before 
making the assessment, reassessment, or recomputation under Section 147, the 
Income-tax Officer shall serve on the assessee a notice containing all or any of 
the requirements which may be included in a notice under sub-section (2) of 
Section 139, and the provisions of this Act shall, so far as may be, apply accord- 
ingly as if the notice were issued under that sub-section. 

(2) The Income-tax Officer shall, before issuing any notice under this 
section, record his reason for doing so. 

149. Time fimit for notice.— (1) No notice under Section 148 shall be 
issued, — 

(a) in cases falling under clause (a) of Section 147— 

(i) for the relevant assessment year, if eight years have elapsed from 
the end of that year, unless the case falls under sub-clause (ii) ; 

(ii) for the relevant assessment year where, eight years, but not more 
than sixteen years, have elapsed from the end of that year unless the income 
chargeable to tax which escaped assessment amounts to or is likely to amount to 
rupees fifty thousand or more for that yeah 

(b) in cases falling under clause (b) of Section 147. at any time after 
the expiry of four years from the end of the relevant assessment year. 
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(2) The provisions of sub-section (1) as to the issue of notice shall be 
subject to the provisions of Section 151. 

(3) If the persons on whom a notice under Section 148 is to be served is 
a person treated as the agent of a non-resident under Section 163 and the 
assessment, reassessment or recompulation to be made in pursuance or the notice 
is to be made on him as the agent of such non-resident, the notice shall not be 
issued after the expiry of a period of two years from the end of the relevant 
assessment year. 

150. Provisions for case* where assessment is in pursuance of an order 

on appeal, etc.— (1) Notwithstanding anything contained in Section 149, the 
notice under Section 148 may be issued at any time for the purpose ol making 
an assessment or reassessment or recomputation in consequence of or to give 
eflect to any finding or direction contained in an order passed by any authority 
in any proceedings under this Act by way of appeal, reference or revision. 

(2) The provisions of sub-section (1) shall not apply m any case where 
any such assessment, reassessment or recomputation as is referred to in that 
sub-section relates to an assessment year in respect of which an assessment, 
reassessment or recompulation could not have been made at the tune the order 
which was the subject-matter of the appeal, reference or revision, as the ca$p 
may be, was made by reason of any other provision limiting the time within 
which any action for assessment or reassessment or recomputation may be 
taken. 


151. Sanction for issue of notice. — (1) No notice shall be issued under 
Section 148 after the expiry of eight years from the end of the relevant, assess- 
ment year, unless the Board is satisfied on the reasons recorded by the Income- 
tax Officer that it is a fit case for the issue of such notice. 

(2) No notice shall be issued under Section 148 after the expiry of four 
years from the end of the relevant assessment year, unless the Commissioner is 
satisfied on the reasons recorded by the Income-tax Officer that it is a lit case 
for the issue of such notice. 


152. Other provisions. — (1) In an assessment, reassessment or recompu- 
tation made under Section 147, the tax shall be chargeable at the rates at which 
it would have been charged had the income not escaped assessment. 

(2) Where an assessment is reopened in circumstances falling under clause 
(b) of Section 147, tbe assessee may, if he has not impugned any part of the 
original assessment order* for that year either under Sections 246 to 24$ or under 
Section 264, claim that the proceedings under Section 147 shall be dropped on 
his showing that he had been assessed on an amount or to a sum not lower 
than what he would be rightly liable for even if the income alleged to have 
escaped assessment had been taken into account, or the assessment or computa- 
tion had been properly made : 

Provided that in so doing he shall not be entitled to reopen matters con- 
cluded by an order under Section 154, 155, 260, 262 or 263. 

153. Time limit lor completion of assessments and re-assessments— 

(1) No order of assessment shall be made under Section 143 or Section 144 at 
any time after— 
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(a) the expiry of— 

(i) four years from the end of the assessment year in which the 
income was first assessable, where such assessment year is an assesment year 
commencing on or before the 1st day of April, 1967 ; 

(ii) three years from the eud of the assessment year in which the 
income was first assessable, where such assessment year is the assessment year 
commencing on the 1st day of April. 1968 ; 

(iii) two years from the end of the assessment year in which the 
income was first assessable, where such assessment year is an assessment year 
commencing on or after the 1st day of April, 1969 ; or 

(b) the expiry of eight years from the end of the assessment year in 
which the income was assessable, in a case falling within clause (c) of sub-section 
(1) of Section 271 ; or 

(c) the expiry of one year from the date of filing of a return or a 
revised return under sub-section (4) or sub-section (5) of Section 139, 

whichever is latest. 

(2) No order of assessment, reassessment or recomputation shall be made 
under Section 147 — 

(a) where the assessment, reassessment or recomputation is to be made 
under clause (a) of that section after the expiry of four years from the end of 
the assessment year in which the notice under Section 148 was served ; 

(b) where the assessment, reassessment or recomputation is to be made 
under clause (b) of that section after — 

(i) the expiry of four years from the end of the assessment year in 
which the income was first 'assessable, or 

(ii) the expiry of one year from the date of service of the notice under 
Section 148, 

whichever is later. 

(3) The provisions of sub-sections (1) and (2) shall not apply to the 
following classes of assessments, reassessments and recomputations which may 
be completed at any time — 

(i) where a fresh assessment is made under Section 146 ; 

(ii) where the assessment, reassessment or reeomputation is made on 
the assessee or any person in consequence of or to give effect to any finding or 
direction contained in an order under Sections 250, 254, 260, 262, 263, or 264 ; or 
reference under this Act; 

(iii) where in the case of a firm, an assessment is made on a partner 
of the firm in consequence of an assessment made on the firm under Section 147. 

Explanation 1* — In computing the period of limitation for the purposes of 
this section, the time taken in reopening the whole or any part of the proceeding 
or in giving an opportunity to the assessee to be re-heard under the proviso to 
Section 129 or any period during which the assessment proceeding is stayed by 
an order or injunction of any court, shall be excluded. 
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Explanation 2. — Where, by an order referred to in clause (ii) of sub- 
section (3), any income is excluded from the total income of the assessee for an 
assessment year,, then, an assessment of such income for another assessment year 
shall, for the purposes of Section 150 and this section, be deemed to be one 
made in consequence of or to give effect to any finding or direction contained 
in the said order. 

Explanation 3. — Where, by an order referred to in clause (ii) of sub- 
section (3), any income is excluded from the total income of one person and 
held to be the income of another person, then an assessment of such income on 
such other person shall, for the purposes of Section 150 and this section, be 
deemed to be one made in consequence of or to give effect to any finding or 
direction contained in the said order, provided such other person was given an 
opportunity of being heard before the said order was passed. 

154. Rectification of mistake. — (1) With a view to rectifying any mistake 
apparent from the record — 

(a) the Income-tax Officer may amend any order of assessment or of 
refund or any other order passed by him ; 

fb) the Appellate Assistant Commissioner may amend any order passed 
by him in appeal under Section 250 or Section 271 ; 

(bb) the Inspecting Assistant Commissioner may amend any order 
passed by him in any proceeding under sub-section ( 2 ) of Section 274 ; 

(cl the Commissioner may amend any order passed by him in revision 
under Section 263 or Section 264. 

(1A) Where any matter has been considered and decided in any proceed- 
ing by way of appeal or revision relating to an order referred to in sub-section 
(1), the authority passing such order may. notwithstanding anything contained 
in any law for the time being in force, amend the order under that sub-section 
in relation to any matter other than the matter which has been so considered 
and decided. 

(2> Subject to the other provisions of this section, the authority 
concerned — 

(a) may make an amendment under sub-section HI of its own motion, 

and 

(b) shall make such amendment for rectifying any such mistake which 
has been brought to its notice by the assessee. and where the authority concer- 
ned is the Appellate Assistant Commissioner, by the Income-tax Officer also. 

(3) An amendment, which has the effect of enhancing an assessment or 
reducing a refund or otherwise increasing the liability of the assessee, shall not 
be made under this section unless the authority concerned has given notice to 
the assessee of its intention so to do and has allowed the assessee a reasonable 
opportunity of being heard. 

(4) Where an amendment is made under this section an order shall be 
passed in writing by the Income-tax authority concerned. 
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(5) Subject to the provisions of Section 241, where any such amendment 
has the effect of reducing the assessment the Income-tax Officer shall make any 
refund which may be due to such assessee. 

(6) Where any such amendment has the effect of enhancing the assess- 
ment or reducing a refund already made, the Income-tax Officer shall serve on 
the assessee a notice of demand in the prescribed form specifying the sum pay- 
able, and such notice of demand shall be deemed to be issued under Section 156 
and the provisions of this Act shall apply accordingly. 

(7) Save as otherwise provided in Section 155 or sub-section (4) of Sec- 
tion 186 no amendment under this section shall be made after the expiry of 
four years from the date of the order sought to be amended. 

155. Other amendments. — (1) Where in respect of any completed assess- 
ment of a partner in a firm, it is found — 

(a) on the assessment or reassessment of the firm, or 

(b> on any reduction or enhancement made in the income of the firm 
under this section. Section 154, Section 250, Section 254, Section 
260, Section 262, Section 263, or Section 264, 

that the share of the partner in the income of the firm has not been inclu- 
ded in the assessment of the partner or, if included, is not correct, the Income- 
tax Officer mav amend the order of assessment of the partner with a view to 
the inclusion of the share in the assessment or the correction thereof, as the 
case mav be : and the provisions of Section 154 shall, so far as mav be, apnlv 
thereto, the period o r four years specified in sub-section 67) of that section being 
reckoned from the date of the final order passed in the case of the firm. 

62) Where in respect of any completed assessment of a member of an 
association of persons or of a body of individuals it is found — 

(a) on the assessment or reassessment of the association or body, or 

(b) on any reduction or enhancement made in the income of the asso- 
ciation or body under this section. Section 154, Section 250, Section 
254, Section 260, Section 262, Section 263 or Section 264. 

that the share of the member in the income of the association or body, 
as the case mav be, has not been included in the assessment of the member, 
or, if included, is not corect, the Income-tax Officer may amend the order 
of assessment of the member with a view to the inclusion of the share in the 
assessment or the correction thereof, as the case may be : and the nrovisions 
of the Section 154 shall, so far as may be. apply thereto, the period of four years 
specified in sub-section (7) of that section being reckoned from the date of 
the final order passed in the case of the association or body, as the case 
may be. 

(3) Where the excess profits tax or the business profits tax pavable bv 
an assessee has been modified in appeal, revision or anv other proceedings, or 
where anv excess profit tax has been assessed after the completion of the 
corresponding assessment for Income-tax and in consequence thereof, it is 
necessary to amend the total income of the assessee chargeable to Income-tax. 
the Income-tax Officer may make the necessary amendment and the provisions 
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of Section 154 shall, so far as may be, apply thereto, the period of four years 
specified in sub-section (7) of that section being reckoned from the date of the 
order making or modifying the assessment of such excess profit tax or business 
profits tax, as the case may be. 

Explanation. — For the purpose of this sub-section, where the assessee is a 
firm, the provisions of sub-section (1) shall also apply as they apply to the amend- 
ment of the assessment of the partners of the firm. 

(4) Where as a result of proceedings initiated under Section 147, a loss 
or depreciation has been recomputed and in consequence thereof it is necessary 
to recompute the total income of the assessee for the succeeding year or years, 
to which the loss or depreciation allowance has been carried forward and set 
off under the provisions of silb-section (1) of Section 72, or sub-section (2) of 
Section 73, or sub-section (1) of Section 74, the Income-tax Officer may proceed 
to recompute the total income in respect of such year or years and make the 
necessary amendment; and the provisions of Section 154 shall, so far as may 
be, apply thereto, the period of four years specified in sub-section f7) of that 
section being reckoned front the date of the order passed under Section 147. 

(5) Where an allowance by way of development rebate has been made 
wnoliy oi partly to an assessee in respect of a ship, machinery or plant installed 
after the 3 1st day of December, 1957, in any assessment year under Section 33 
or under the corresponding provisions of the Indian Income-tax Act, 1922 (11 
of 1922 ), and subsequently— 

(i) at any time before the expiry of eight years from the end of the 
previous year in which the ship was acquired or the machinery or plant was 
installed, the ship, machinery or plant is sold or otherwise transferred by the 
assessee to any person other than the Government, a local authority, a corpo- 
ration established by a Central State or Provincial Act or a Government com- 
pany as defined in Section 617 of the Companies Act, 1956 ( 1 of 1956) or in 
connection with any amalgamation or succession referred to in sub-section (3) 
or sub-section (4) of Section 33 ; or 

(ii) at any time before the expiry of the eight years referred to in sub- 
section (3) of Section 34, the assessee utilises the amount credited to the reserve 
account under clause (a) of that sub-section — 

(a) for distribution by way of dividends or profits, or 

(b) for remittance outside India as profits or for the creation of any 
asset outside India ; or 

(c) for any other purposes which is not a purpose of the business of 
the undertaking ; 

the development rebate originally allowed shall be deemed to have been 
wrongly allowed, and the Income-tax Officer may, notwithstanding anything 
contained in this Act, recompute ihe total income of the assessee for the 
relevant' previous year and make the necessary amendment ; and the provisions 
of Section 154 shall, so far as may be. apply thereto, the period of four years 
specified in sub-section (7) of that section being reckoned from the aid of the 
previous year in which the sale or transfer took place or the money was utilised, 
ii — i7 
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(5A) Where an allowance by way of development allowance has been 
made wholly or partly to an assessee in respect of the cost of planting in any 
area in any assessment year under Section 33A and subsequently — 

(i) at any time before the expiry of eight years from the end of the 
previous year in which such allowance was made, the land is sold or otherwise 
transferred by the assessee to any person other than the Government, a local 
authority, a corporation established by a Central, State or Provincial Act or a 
Government company as defined in Section 617 of the Companies Act, 1956, 
( l of 1956 ) or in connection with any amalgamation or succession referred to 
in sub-section (5) or sub-section (6) of Section 33A ; or 

(ii) at any time before the expiry of the eight years referred to in sub- 
section (3) of Section 33A, the assessee utilises the amount credited to the 
reserve account under clause (ii) of that sub-section — 

(a) for distribution by way of dividends or profits ; or 

(b) for remittance outside India as profits or for the creation of any 
asset outside India ; or 

(c) for any other purposes which is not a purpose of the business of 
the undertaking ; 

the development allowance originally allowed shall be deemed to have 
been wrongly allowed, and the Income-tax Officer may, notwithstanding 
anything contained in this Act, recompute the total income of the assessee for 
the relevant previous year and make the necessary amendment ; and the provi- 
sions of Section 154 shall, so far as may be, applv thereto, the period of four 
years specified in sub-section (7) of that section Heine reckoned from the end 
of the previous year in which the sale or transfer took place or the money 
was so utilised. 

(6) Where any such debt or part of debt as is referred to in clause 
(vii) of sub-section (1) of Section 36 is written off as irrecoverable in the accounts 
of the assessee for a previous year and the Income-tax Officer is satisfied that 
such debt or part thereof became a bad debt in an earlier previous year not 
falling beyond a period of four previous year immediately precedinc the pre- 
vious year in which the debt or part is written off. the Income-tax Officer mav. 
notwithstanding anything contained in this Act. allow such debt or part as a 
deduction for such earlier previous years, if the assessee accepts such finding 
of the Income-tax Officer, and recompute the total income of the assessee for 
such earlier previous year and make the necessary amendment, and the nro- 
visions of Section 154 shall, so far as may be. apnlv thereto, the period of four 
years specified in sub-section (71 of that section being recokned from the end 
of the financial year in which the assessment relating to the previous year in 
which the debt is written off is made. 

(7) Where as a result of any proceeding under this Act. in the assessment 
for any year of a company in whose case an order under Section 104 has been 
made for that year, it is necessary to recompute the distributable income of that 
company, the Income-tax Officer may proceed to recompute the distributable 
income and determine the tax payable on the basis of such recomputation 
and make the necessary amendment, and tfte provisions of .Section 154 shall, 
as far as may be, apply thereto, the period of four years specified in sub-section 
(7) of that section being reckoned from the date of the final order passed in 
the case pf tjie company in respect of that proceeding. 
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(8) Where in the assessment for any year a capital gain arising from 
the transfer of any such capital asset as is referred to m Section 54 is charged 
to tax and within a period of one year after the date of the transfer the assessee 
purchases, or within two years from that date constructs, a house property for 
the purpose of his own residence, the Income-tax Officer shall amend the order 
of assessment so as to exclude the amount of the capital gain not chargeable to 
tax under the provisions of Section 54, and the provisions of Section 154 shall, 
so far as may be, apply thereto, the period of four years specified in sub-section 
(7) of that section being reckoned from the date of the assessment. 

156. Notice of demand. — When any tax, interest, penalty, fine or any 
other sum is payable in consequence of any order passed under this Act, the 
Income-tax Officer shall serve upon the assessee a notice of demand in the 
prescribed form specifying the sum so payable. 

157. Intimation of losses. — When, in the course of the assessment of the 
total income of any assessee, it is established that a loss has taken place which 
the assessee is entitled to have carried forward and set off under the provisions 
of sub-section (1) of Section 72, sub-section (2) of Section 73 or sub-section (1) 
of Section 74, the Income-tax Officer shall notify to the assessee by an order in 
writing the amount of the loss as computed by him for the purposes of sub- 
section (1) of Section 72, sub-section (2) of Section 73 or sub-section (1) of 
Section 74. 

158. Intimation of assessment of firm. — Whenever a registered firm is 
assessed, or an unregistered lirm is assessed under the provisions of clause (b) 
of Section 183, the Income-tax Officer shall notify to the firm by an order in 
writing the amount of its total income assessed and the apportionment thereof 
between the several partners. 


CHAPTER XV 

LIABILITY IN SPECIAL CASES 
A. — Legal representatives 

159. Legal representatives. — (1) Where a person dies, his legal represen- 
tative shall be liable to pay any sum which the deceased would have been 
liable to pay if he had not died, in the like manner and to the same extent as 
the deceased. 

(2) For the purpose of making an assessment (including an assessment, 
reassessment or recomputation under Section 147) of the income of the deceased 
and for fhe purpose of levying any sum in the hands of the legal representative 
in accordance with the provisions of sub-section (1), — 

(a) any proceeding taken against the deceased before his death shall be 
deemed to have been taken against the legal representative and may be continued 
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against the legal representative from the stage at which it stood on the date of 
the death of deceased ; 

(b) any proceeding which could have been taken against the deceased 
if he had survived, may be taken against the legal representative , and 

(c) all the provisions of this Act shall apply accordingly. 

(3) The legal representative of the deceased shall, for the purposes of this 
Act, be deemed to be an assessee. 

(4) Every legal representative shall be personally liable for any tax pay- 
able by him in his capacity as legal representative if, while his liability for 
tax remains undischarged, he creates a charge on or disposes of or parts with 
any assets of the estate of the deceased, which are in, or may come into, his 
possession, but such liability shall be limited to the value of the asset so charged, 
disposed of or parted with. 

(5) The provisions of sub-section (2) of Section 161, Section 162 and Sec- 
tion 167, shall, so far as may be and to the extent to which they are not incon- 
sistent with the provisions of this section, apply in relation to a legal 
representative. 

(6) The liability of a legal representative under this section shall, subject 
to the provisions of sub-section (4) and sub-section (5), be limited to the extent 
to which the estate is capable of meeting the liability. 


B. — Representative assessees — General Provisions 

160. Representative assessees. — (1) For the purposes of this Act, "repre- 
sentative assessee” means — 

(i) in respect of the income of a non-resident specified in clause (i) of 
sub-section (1) of Section 9, the agent of the non-resident, including a person 
who is treated as an agent under Section 163 ; 

(ii) in respect of the income of a minor, lunatic or idiot, the guardian 

or manager who is entitled to receive or is in receipt of such income on behalf 

of such minor, lunatic or idiot ; 

(iii) in respect of income which the Court of Wards, the Administrator- 
General, the Official Trustee or any receiver or manager (including any person, 
whatever his designation, who in fact manages property on behalf of another) 
appointed by or under any order of a court, receives or is entitled to receive, on 
behalf or for the benefit of any person, such Court *of Wards, Administrator- 
General, Official Trustee, receiver or manager ; 

(iv) in respect of income which a trustee appointed under a trust de- 
clared by a duly executed instrument in writing whether testamentary or other- 

wise [including any Wakf deed which is vaild under the Mussalman Wakf 
Vaildating Act, 1913 (6 of .1913)], receives or is entitled to receive on behalf 
or, for the benefit of any person, such trustee or trustees. 

(2) Every representative assessee shall be deemed to be an assessee for 
the purposes of this Act. 

161. Liability of representative assessee. — (1) Every representative 

assessee, as regards the income in respect of which he is » representative 
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assessee, shall be subject to the same duties, responsibilities and liabilities as if 
the income were income received by or accruing to or in favour of him bene- 
ficially, and shall be liable to assessment in his own name 111 respect of that 
income ; but any such assessment shall be deemed to be made upon him in his 
representative capacity only, and the tax shall, subject to the other provisions 
contained in this Chapter, be levied upon and recovered from him in like 
manner and to the same extent as it would be leviable upon and recoverable 
from the person represented by him. 

(2) Where any person is, in respect of any income, assessable under this 
Chapter in the capacity o. a representative assessee, he shall not, m respect ot 
that income, be assessed under any other provision of this Act. 


162. Right of representative assessee to recover tax paid. — (1) Every 
representative assessee who, as such, pays any sum under this Act, shall be 
entitled to recover the sum so paid from the person on whose behalf it is paid, 
or to retain out of any moneys that may be in his possession or may come to 
him in his representative capacity, an amount equal to the sum so paid. 

(2) Any representative assessee. or any person who apprehends that he 
may be assessed as a representative assessee, may retain out of any money 
payable by him to the person on whose behalf he is liable to pay tax (hereafter 
in this section referred to as the principal), a sum equal to his estimated liabi- 
lity under this Chapter, and in the event of any disagreement between the 
principal and such representative assessee or person as to the amount to be so 
retained, suen representative assessee or person may secure from the Income- 
tax Officer a certificate stating the amount to be so retained pending final settle- 
ment of the liability, and the certificate so obtained shall be his warrant for 
retaining that amount. 

(3) The amount recoverable from such representative assessee or person 
at the time of final settlement shall not exceed the amount specified in such 
certificate, except to the extent to which such representative assessee or person 
may at such time have in his hands additional assets of the principal. 


C. — Representative assessee* — Special cases 

163. Who may be regarded as agent. — (1) For the purposes of this Act, 
“agent” in relation to a non-resident, includes any person in India — 

(a) who is employed by or on behalf of the non-resident ; or 

(b) who has any* business connection with the non-resident ; or 

(c) from or through whom the non-resident is in receipt of any income 
whether directly or indirectly ; or 

(d) who is the trustee of the non-resident ; 

and includes also any other person who, whether a resident or non-resident, 
has acquired by means of a transfer, a capital asset in India : 

Provided that a broker in India who in respect of any transaction, does 
not deal directly with or on behalf of a non-resident principal but deals with 
or through a non-resident broker shall not be deemed to be an agent under this 
section in respect of such transactions, if the following conditions are fulfilled, 
namely— 
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(l ) the transactions are earned on in the ordinary course of business 
tnrough the lint-mentioned broker t a^ct 
(n) the non-resident broker is canying on such transactions in the 
ordinary course oi Jus business and not as a principal. 

(2) No person shall be healed as the agent oi a non-resident unless fit- 
ted an opportunity of being heuid by the income-tax Olheei as to his liability 
to be treated as such. 

164. Charge of tax where share of beneficial unknown.-Where any 

income in respect ol which the persons mentioned in clauses (m) and (‘ v ) or 
sub-section Uj ol Section 160 are liable as representative assessee or any part 
tliereot, is not specifically receivable on behalt or tor the benehl of any one 
person, or where the individual shares ot the persons on whose behalt or loi 
whose benefit such income or such part thereof is receivable (which persons are 
hereinafter in this section releired to as the benelicianes) the indeterminate or 
unknown, lax shall be chaiged as it such income or such part thereof were the 
total income ot an association, or, persons, or, where such income or such part 
thereof is actually received by a beneliuary, then at the rate or rates applicable 
to the total income of the beneficiary if such course would result m benefit to 


the revenue. 

165. Case where part of trust income is chargeable. — Where part only 
of the income of a trust is chargeable under this Act, that proportion only ot 
the income receivable by a beneficiary from the trust which the part so charge- 
able bears to the whole income ot the trust shall be deemed to have been 
derived from that part. 


D. — Representative assessees — Miscellaneous provisions 

166. Direct assessment or recovery not barred. — Nothmg in the foregoing 
section in this Chapter shall prevent either the direct assessment of the person 
on whose behalf or for whose benefit income therem referred to is receiv- 
able, or the recovery from such person of the tax payable m respect of such 
income. 

167. Remedies against property in cases of representative assessees. — I he 

Income-tax Officer shall have the same remedies against all property of any 
kind vested in or under the control or management of any representative asscs- 
see as he would have against the property of any person liable to pay any tax, 
and in as full and ample a manner, whether the demand is raised against the 
representative assessee or against the beneficiary direct. 


E. — Executors 

168. Executors. — (l) Subject as hereinafter provided the income of the 
estate of a deceased person shall be chargeable to tax in the hands of the 
executor, — 

(a) if there is only one executor, then, as if the executor were an 
individual ; or 

(b) if there are more executors than one, then, as if the executors were 
an association of persons ; 

and for the purposes of this Act, the executor shall be deemed to be 
resident or non-resident according ar the deceased person was a resident or 
non-resident during the previous year in which his death took place. 
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(2) The assessment of an executor under this section shall be made sepa- 
rately from an assessment that may be made on him in respect of his own 
income. 

(3) Separate assessment shall be made under this section on the total 
income of each completed previous year or part thereof as is included in the 
period from the date of the death to the date of complete distribution to the 
beneficiaries of the estate according to their several interests. 

(4) In computing the total income of any previous year under this section, 
any income of the estate of that previous year distributed to. or applied to 
the benefit of. any specific legatee of the estate during that previous year shall 
be excluded ; but the income so excluded shall be included in the total income 
of the previous year of such specific legatee. 

Explanation. — In this section, “executor” includes an administrator or 
other person administering the estate of a deceased person. 

169. Right of executor to recover tax paid. — The provisions of Section 
162 shall, so far as may be, apply in the case of an executor in respect of tax 
paid or payable by him as they apply in the case of a representative a^sessee. 

F. — Succession to business or profession 

170. Succession to business otheiwise than on death. — ( 1 1 Where a 
person carrying on anv business or profession (such person hereinafter in his 
section being referred to as the predecessor) has been succeeded therein by anv 
other person (hereinafter in this section referred to as the successor) who conti- 
nues to carry on that business or profession. — 

(a) the predecessor shall be assessed in respect of the income of the 
previous rear in which the succession took place up to the date of 
succession : 

(b) the successor shall be assessed in respect of the income of the pre- 
vious year after the date of succession. 

(2) Notwithstanding anything contained in sub-section (1), when the pre- 
decessor cannot be found, the assessment of the income of the previous year 
in which the succession took place up to the date of succession and of the 
previous year preceeding that year shall be made on the successor in like 
manner and to the same extent as it would have been made on the predecessor 
and all the provisions of this Act shall, so far as may be, applv accordingly. 

O) When any sum payable under this section in respect of the income 
of such business or profession for the previous year in which the succession 
took place up to the date of succession or for the previous year preceeding 
that year, assessed on the predecessor, cannot be recovered from him. the 
Income-tax Officer shall record a finding to that effect and the sum pavable by 
the predecessor shall thereafter be pavable bv and recoverable from the succes- 
sor, and the successor shall be entitled to recover from the predecessor any 
sum so paid. 

(4) Where any business or profession carried on bv a Hindu undivided 
family is succeded to. and simultaneously with the succession or after the 
succession there has been a nartition of the ioint family nronertv between the 
members or groups of members, the tax due in respect of the income of the 
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business or profession succeeded to, up to the date of succession, shall be 
assessed and recovered in the manner provide 4 in Section 1 71, but without 
prejudice to the provisions of this section. 

Explanation. — For the purposes of this section, income includes any gain 
accruing from the transfer, in any manner whatsoever, of the business or pro- 
fession as a result of the succession. 

G.— Partition 

171. Assessment after partition of a Hindu undivided family.— (1) A 

Hindu family hitherto assessed as undivided shall be deemed for the purposes 
of this Act to continue to be a Hindu undivided family, except where and in so 
far as a finding of partition has been given under this section in respect of the 
Hindu undivided family. 

(2) Where, at the time of making an assessment under Section 143 or 
Section 144 it is claimed by or on behalf of any member of a Hindu family 
a«scs«ed as undivided that a partition, whether total or partial, has taken place 
among the members of such family, the Income-tax Officer shall make an 
inquiry thereto after giving notice of the inquiry to all the members of Ihc 
family. 

H; On the completion of the inquiry, the Income-tax Officer shall record 
a finding as to whether there has been a total or partial partition of the joint 
familv property, and if there has been such a partition, the date on which it 
has taken place. 

(4) Where a finding of total or partial partition has been recorded by 
the Income-tax Officer under this section, and the partition took place during 
the previous year, — 

fa) the total income of the joint family in respect of the period up to 
the date of partition shall be assessed as if no partition had taken place, and 

(bl each member or group of members shall, in addition to any tax for 
which he or it may be separately liable and notwithstanding anything contained 
in clause (2) of Section 10, be jointly and severally liable for the tax on f ho 
income so assessed. 

(51 Where a finding of total or partial partition has been recorded by the 
Income-tax Officer under this section, and the partition took place after the 
expiry of the previous year, the total income of the previous year of the joint 
family shall be assessed as if no partition had taken place, and the provisions 
of clause (b) of sub-section (4) shall, so far as may be, apply to the case. 

(61 Notwithstanding anything contained in this section, if the Income- 
tax Officer finds after completion of the assessment of a Hindu undivided family 
that the family has already effected a partition, whether total or partial, the 
Income-tax Officer shall proceed to recover the tax from every person who was 
a member of the family before the partition, and every such person shall be 
jointly and severally liable for the tax on the income so assessed. 

(7) For the purposes of this section, the several liability of any member 
or croup of members thereunder shall be computed according to the portion 
of the ioint family property allotted to biro or it at the partition, whether total 
or partial. 
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(8) The provisions of this section shall, so far as may be, apply in relation 
to the levy and collection of> any penalty, interest, fine or other sum in respect 
of any period up to the date of the partition, whether total or partial, of a 
Hindu undivided family as they apply in relation to the levy and collection of 
tax in respect of any such period. 

Explanation.— In this section- 

fa) “partition” means — 

(i) where the property admits of physical division, a physical divi- 
sion of the property, but a physical division of the income without a physical 
division of the property producing the income shall not be deemed to be a 
partition ; or 

(ii) where the property does not admit of a physical division, then 
such division as the property admits of, but a mere severance of status shall 
not be deemed to be a partition ; 

(b) “partial partition” means a partition which is partial as regards the 
persons constituting the Hindu undivided family, or the properties belonging 
to the Hindu undivided family, or both. 

H. — Profits of non-residents from occasional shipping business. 

172. Shipping business of non-residents. — (1) The provisions of this 
section shall, notwithstanding anything contained in the other provisions of this 
Act, apply for the purpose of the levy and recovery of tax in the case of any 
ship, belonging to or chartered by a non-resident, which carries passengers, 
live-stock, mail or goods shipped at a port in India, unless the Income-tax 
Officer is satisfied that there is an agent of the non-resident from whom the 
tax will be recoverable under the other provisions of this Act. 

(2) Where such a ship carries passengers, live-stock, mail or goods 
shipped at a port in India, one-sixth of the amount paid or payable on account 
of such carriage to the owner or the charterer or to any person on his behalf, 
whether that amount is paid or payable in or out of India, shall be deemed 
to be income accruing in India to the owner or charterer on account of such 
carriage. 

(3) Before the departure from any port in India of any such ship, the 
master of the ship shall prepare and furnish to the Income-tax Officer a returr 
of the full amount paid or payable to the owner or charterer or any person on 
his behalf, on account of the carriage of all passengers, live-stock, mail or 
goods shipped at that port since the last arrival of the ship thereat : 

Provided that where the Income-tax Officer is satisfied that it is not 
possible for the master of the ship to furnish the return required by this sub- 
section before the departure of the ship from the port and provided the master 
of the ship has made satisfactory arrangements for the filing of the return and 
payment of the tax by any other person on his behalf, the Income-tax Officer 
may, if the return is filed within thirty days of the departure of the ship, deem 
the filing of the return by the person so authorised by the master as sufficient 
compliance with this sub-section. 

(4) On receipt of the return, the Income-tax Officer shall assess the 
Income referred to in sub-section (2) and determine the sum payable as tax 
thereon at the rate or rates in force applicable to the total income of a company 

n-i8 
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which has not made the arrangement referred to in Section 194 and such sum 
shall be payable by the master of the ship. , 

(5) For the purposes of determining the tax payable under sub-section 
(4), the Income-tax Officer may call for such accounts ot documents as he may 
require. 

(6) A port clearance shall not be granted to the ship until the Collector of 
Customs, or other officer duly authorised to grant the same, is satisfied that the 
tax assessable under this section has been duly paid or that satisfactory arrange- 
ments have been made for the payment thereof. 

(7) Nothing in this section shall be deemed to prevent the owner or 

charterer of a ship from claiming before the expiry of the assessment year 

relevant to the previous year in which the date of departure of the ship from 

Indian port falls, that an assessment be made of the total income of the previous 
vear and the tax payable on the basis thereof be determined in accordance with 
the other provisions of this Act, and if he so claims, any payment made under 
this section in respect of the passengers, live-stock, mail or goods shipped at 
Indian ports during that previous year shall be treated as a payment in advance 
of the tax leviable for that assessment year, and the difference between the sum 
«o paid and the amount of tax found payable bv him on such assesssment shall 

he paid by him or refunded to him, as the case may be 

I. — Recovery of tax in respect of non-residents 

173. Recovery of tax in respect of non-resident from his assets.— With- 
out prejudice to the provisions of sub-section (1) of Section 161 or of Section 
167, where the person entitled to the income referred to in clause (i) of sub- 
section (U of Section 9 is a non-resident, the tax charecable thereon, whether 
in his name or in the name of his agent who is liable as a representative 
assessee, may be recovered bv deduction under any of the provisions of Chanter 
XVIT-B and any arrears of tax mav be recovered also in accordance with the 
provisions of this Act from any assets, of the non-resident which are. or miv 
at any time come, within Tndia. 

J.— Persons leaving India 

174. Assessment of person leaving India. — (1) Notwithstanding anythin" 
contained in Section 4, when it appears to the Tncome-tax Officer that anv indi- 
vidual mav leave Tndia during the current assessment vear or shortly after its 
expiry and that he has no present intention of returning to Tndia, the total 
income of such individual for the period from the exnirv of the previous vear 
for that assessment vear up to the probable date of his departure from Tnd ; a 
shall be chargeable to tax in that assessment year. 

(2) The total income of each completed previous year or part of any 
previous year included in such period shall be chargeable to tax at the rate or 
rates in force in that assessment vear. and separate assessments shall be made in 
respect of each such completed previous year or part of anv previous vear. 

(3) The Income-tax Officer mav estimate the income of such individual 
for such period or anv part thereof, where it cannot be readily determined in 
the manner provided in this Act. 

(4) For the purpose of making an assessment under sub-section (1), the 
Income-tax Officer may serve a notice upon such individual requiring him to 
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furnish, within such time, not being less than seven days, as may be specified 
w tire notice, a return in tne; same term and veriltea in tne same manner as a 
return under sub-section (2) of Section 139, setting lorth his total income for 
each completed previous year comprised in the period reterred to in sub-section 

(1) and his estimated total income tor any part ot the previous year comprised 
in that period ; and the provisions ot this Act shall, so tar as may be, and sub- 
ject to tne provisions ot this section, apply as it the notice were a notice issued 
under sub-section (2) of Section 139. 

(5) the tax chargeable under tins section shall be in addition to the tax 
it any, cnaigeable under any other provisions ot this Act. 

(6) Where the provisions of sub-section (lj aie applicable, any notice 
issued by the income-tax OlUcer under sub-section (2j ot section 139 or sub- 
section of Section 148 in respect ot any tax cnargeable under any other 
piovision ot this Act may, notwithstanding anything contained in sub-section ( 2 ) 
ot Section 139 or sub-section (.1) of Section 148, as the case may be. require 
the furnishing ot the return by such individual within such period, not being 
less than seven days, as the Income-tax Olhcer may think proper. 

K. — Persons frying to alienate their assets 


175. Assessment of persons likely to transfer property to avoid tax. — 

Notwithstanding anything contained in Section 4, if it appears to the Income- 
tax Olhcer during any current asssessment year that any person is likely to 
charge, sell, transler, dispose of or otherwise part with any of his assets with a 
view to avoiding payment of any liability under the provisions of this Act, the 
total income ol such person for the period from the expiry of the previous year 
for that assessment year to the date when the Income-tax Officer commences 
proceeding under this section shall be chargeable to tax in that assessment 
year, and the provisions of sub-sections (2), (3), (4), (5) and (6) of Section 174 
shall, so far as may be. apply to any proceedings in the case of any such person 
as they apply in the case of persons leaving India. 


L. — Discontinued business or dissolution 

‘ 176. Discontinued business. — (1) Notwithstanding anything contained in 

Section 4, where any business or profession is discontinued in any assessment 
yehr, the income of the period from the expiry of the previous year for that 
assessment year up to the date of such discontinuance may, at the discretion of 
the Income-tax Officer, be charged to tax in that assessment year. 

(2) The total income of each completed previous year or part of any 
previous year included in such period shall be chargeable to tax at the rate or 
rates in force in that assessment year, and separate assessments shall be made 
in respect of each such completed previous year or part of any previous year. 

(3) Any person discontinuing any business or profession shall give to 
the Income-tax Officer notice of such discontinuance within fifteen days thereof. 

(4) Where any profession is discontinued in any year on account of the 
cessation of the profession by, or the retirement or death of, the person carrying 
on the profession, any sum received after the discontinuance shall be deemed 
to be the income of the recipient, and charged to tax accordingly in the year of 
receipt if such sum would have been included in the total income of the aforesaid 
person had it been received before such discontinuance. 
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(5) Where an assessment is to be made under the provisions of this 
section, the Income-tax Officer may serve on the person whose income is to be 
assessed or, in the case of a 'firm, on any person who was a partner of such firm 
at the time of its discontinuance or, in the case of a company, on the principal 
officer thereof, a notice containing all or any of the requiiements which may be 
included in a notice under sub-section (2) of Section 139 and the provisions of 
this Act shall, so tar as may be, apply accordingly as if the notice were a notice 
issued under sub-section (2) of Section 139. 

(6) The tax chargeable under this section shall be in addition to the tax. 
if any, chargeable under any other provision of this Act. 

(7) Where the provisions of sub-section (1) are applicable, and notice 
issued by the Income-tax Officer under sub-section (2) of Section 139 or sub- 
section (1) of Section 148 in respect of any tax chargeable under any other 
provisions of this Act may, notwithstanding anything contained in sub-section 

(2) of Section 139 or sub-section (1) of Section 148, as the case may be, require 
the furnishing of the return by the person to whom the aforesaid notices are 
issued within such period, not being less than seven days as the Income-tax 
Officer may think proper. 

177. Association dissolved or business discontinued. — (1) Where any 
business or profession carried on by an association of persons has been disconti- 
nued or where an association of persons is dissolved, the Income-tax Officer 
shall make an assessment of the total income of the association of persons as 
if no such discontinuance or dissolution had taken place, and all the provisions 
of this Act. including the provisions relating to the levy of a penalty or any 
other sum chargeable under any provision of this Act shall apply, so far as may 
be, to such assessment. 

(2) Without prejudice to the generality of the foregoing sub-section, if 
the Income-tax Officer or the Appellate Assistant Commissioner in the course 
of any proceeding under this Act in respect of any such association of persons 
as is referred to in that sub-section is satisfied that the association of persons 
was guilty of any of the acts specified in Chapter XXI, he may impose or direct 
the imposition of a penalty in accordance with the provisions of that Chapter. 

(3) Every person who was at the time of such discontinuance or 
dissolution a member of the association of persons and the legal representative 
of any such persons who is deceased, shall be jointly and severally liable for the 
amount of tax, penalty or other sum payable, and all the provisions of this Act, 
so far as may be, shall apply to any such assessment or imposition of penalty 
or other sum. 

(4) Where such discontinuance or dissolution takes place after any 
proceedings in respect of an assessment year have commenced, the proceedings 
may be continued against the persons referred to in sub-section (3) from the 
stage at which the proceedings stood at the time of such discontinuance or 
dissolutions, and all the provisions of this Act shall, so far as may be, apply 
accordingly. 

(5) Nothing in the section shall affect the provisions of sub-section (6) 
of Section 159. 

178. Company in liquidation. — (1) Every person- 

la) who is the liquidator of any company which is being wound up. 
whether under the orders of a court or otherwise ; or 
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(b) who has been appointed the receiver of any assets of a company 
(hereinafter referred to as thg liquidator), shall within thirty days after he has 
become such liquidator, give notice of his appointment as such to the Income- 
tax Officer who is entitled to assess the income of the company. 

(2) The Income-tax Officer shall, after making such enquiries or calling 
for such information as he may deem tit, notify to the liquidator within three 
months from the date on which he receives notices of the appointment of the 
liquidator the amount which, in the opinion of the Income-tax Officer, would 
be sufficient to provide for any tax which is then, or is likely thereafter to 
become, payable by the company. 

(3) The liquidator — 

(a) shall not without the leave of the Commissioner, part with any of 
the assets of the company or the properties in his hands until he has been noti- 
fied by the Income-tax Officer under sub-section (2); and 

(b) on being so notilied, shall set aside an amount equal to the amount 
notified and, until he so sets aside such amount, shall not part with any of the 
assets of the company or the properties in his hands : 

Provided that nothing contained in this sub-section shall debar the liquida- 
tor from parting with such assets or properties for the purpose of the payment 
of the tax payable by the company or for making any payment to secured 
creditors whose debts are entitled under law to priority of payment over debts 
due to Government on the date of liquidation or for meeting such costs and 
expenses of the winding up of the company as are in the opinion of the 
Commissioner reasonable. 

(4) If the liquidator fails to give the notice in accordance with sub- 
section (1) or fails to set aside the amount as required by sub-section (3) or 
parts with any of the assets of the company or the properties in his hands in 
contravention of the provisions of that sub-section, he shall be personally liable 
for the payment of the tax which the company would be liable to pay : 

Provided that if the amount of any tax payable by the company is notified 
under sub-section (2), the personal liability of the liquidator under this sub- 
section shall be to the extent of such amount. 

I (5) Where there are more liquidators than one, the obligations and liabi- 
lities attached to the liquidator under this section shall attach to all the liquida- 
tors jointly and severally. 

(6) The provisions of this section shall have effect notwithstanding any- 
thing to the contrary in any other law for the time being in force. 


M. — Private company in liqiddation 

179. Liability of directors of private company in liquidation, — Notwith- 
standing anything contained in the Companies Act, 1956 (1 of 1956), when any 
private company is wound up after the commencement of this Act ; and any 
tax assessed on the company, whether before or in the course of or after its 
liquidation, in respect of any income of any previous year cannot be recovered, 
than, every person who was a director of the private company at any time 
during the relevant previous year shall be jointly and severally liable for the 
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payment of such tax unless he proves that the non-recovery cannot be attributed 
10 any gross neglect, misfeasance or breach of duty jon his part in relation to the 
ahairs of the company. 

N» — Special provisions for certain kinds of Income 

180. Royalties or copyright lees for lileiary or artistic work. — Where the 
time taken by the author 01 a literary or artistic work in the making thereof is 
more than twelve months, the amount received or receivable by him during any 
previous year on account of any lump sum consideration for the assignment 
or grant of any of his interest in the copyright of that work or of royalties or 
copyright fees (whether receivable in lump sum or otherwise), in respect of that, 
work, shall, if he so claims, be allocated for purposes of assessment in such 
manner and to such period as may be prescribed. 

Explanation. — For the purposes of this section, the expression, “author" 
includes a joint author, and the expression “lump sum", in regard to royalties 
or copyright fees, includes an advance payment on account oi such royalties or 
copyright fees which is not returnable. 

O. — Liability of State Governments 

181. Interest on tax-free securities of State Government. — Income-tax 
shall be payable by a State Government on the interest on any security issued 
by it tax-free at such rate not exceeding twenty-five per cent as may be notified 
by the Central Government in the Official Gazette from time to time. 


CHAPTER XVI 

SPECIAL PROVISIONS APPLICABLE TO FIRMS 

182. Assessment of registered firms. — (1) Notwithstanding anything con- 
tained in Sections 143 and 144 and subject to the provisions of sub-section (3). 
in the case of a registered firm, after assessing the total income of the firm, — 

(i) the income-tax payable by the firm itself shall be determined ; and 

(ii) the share of tfach partner in the income of the firm shall be 
included in his total income and assessed to tax accordingly. 

(2) If such share of any partner is a loss it shall be set off against his 
other income or carried forward and set off in accordance with the provisions 
of Sections 70 to 75. 
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(3) Where any of the partners of a registered firm is a non-resident the 
tax on his share in the income of the firm shall be assessed on the firm at the 
rate or rates which would be applicable if it were assessed on him personally, 
and the tax so assessed shall be paid by the firm. 

(4) A registered firm may retain out of the share of each partner in the 
income of the firm a sum not exceeding thirty per cent thereof until such time 
as the tax which may be levied on the partner in respect of that share is paid 
by him ; and where the tax so levied cannot be recovered from the partner, 
whether wholly or in part, the firm shall be liable to pay the tax, to the extent 
of the amount retained or could have been so retained. 

183. Assessment of unregistered firm. — In the case of an unregistered firm, 
the Income-tax Officer — 

(a) may determine the tax payable by the firm itself on the basis of 
the total income of the firm ; or 

(b) if. in his opinion, the aggregate amount of the tax payable by the 
partners if the firm were treated as registered firm would be greater than the 
aggregate amount of the tax which would be payable by the firm under clause 
(a) and the tax which would be payable by the partners individually, may pro- 
ceed to make the assessment under clause (ii) of sub-section Cl) of Section 182 
as if the firm were a registered firm ; and where the procedure specified in this 
ri *use tj applied to any unregistered firm, the provisions of sub-section (2), (3) 
and (4) of Section 182 .shall apply thereto as they apply in the case of a regis- 
tered firm. 


B. — Registration of firms 

184. Application for registration. — (1) Application for reeistration of a 
him for the purposes of this Act may be made to the Income-tax Officer on 
behalf of anv firm if — 

(i) the partnership is evidenced by an instrument : and 

(ii) the individual shares of the partners are specified in that 

instrument. 

(2) Such application may. subject to the prosisions of this section, be 
i iaJlc either during the existence of the firm or after its dissolution. 

(3) The application shall be made to the Income-tax Officer having 
jurisdiction to assess the firm, and shall be signed — 

(a) by all partners (not being minors) personally ; or 

(b) in the case of a dissolved firm, by all persons (not being minors) 

who were partners in the firm immediately before its dissolution and by the 
legal representative of any such partner who is deceased. 

Explanation. — In the case of anv partner who is absent from India or is a 
lunatic or an idiot, the application may be signed by any person duly authorised 
by him in this behalf, or as the case may be, by a person entitled under law 
to represent him. 

(4) The application shall be made before the end of the previous year 
for the assessment year in respect of which registration is sought : 
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Provided that the Income-tax Officer may entertain 2J* 

after the end of the previous year, if he is satisfied that the firm was prevented 
by sufficient cause from making the application before the end of the previous 
year. 

(5) The application shall be accompanied by the original instrument 
evidencing the partnership, together with a copy thereof: 


Provided that if the Income-tax Officer is satisfied that for sufficient reason 
the original instrument cannot conveniently be produced, he may accept a copy 
of it certified in writing by all the partners (not being minors), or, where the 
application is made after the dissolution of the firm, by all the persons referred 
to in clause (b) of sub-section (3). to be a correct copy, or a certified copy of 
the instrument : and in such cases the application shall be accompanied by a 
duplicate copy of the original instrument. 


(6) The application shall be made in the prescribed form and shall 
contain the prescribed particulars. 


(7) Where registration is granted to any firm for any assessment year, 
it shall have effect for every subsequent assessment year : 


Provided that — 


(i) there is no change in the constitution of the firm or the shares of 
the partners as evidenced bv the instrument of partnership on the basis of which 
the registration was granted ; and 

(ii) the firm furnishes, along with its return of income for the assess- 
ment vear concerned, a declaration to that effect, in the prescribed form and 
verified in the prescribed manner. 

(8) Where any such change has taken place in the previous year, the 
firm shall apply for fresh registration for the assessment year concerned in 
accordance with the provisions of this section. 

185. Procedure on receipt of application. — (I) On receipt of an appli- 
cation for the registration of a firm, the Income-tax Officer shall inquire into 
the genuineness of the firm and its constitution as specified in the instrument} of 
partnership, and — 

(a) if he is satisfied that there is or was during the previous year in 
existence a genuine firm with the constitution so specified, he shall pass an 
order in writing registering the firm for the assessment year ; 

(b) if he is not so satisfied, he shall pass an order in writing refusing 
to register the firm. 

(2) The Income-tax Officer shall not reject an application for registra- 
tion merely on the ground that the application is not in order, but shall intimate 
the defect to the firm and give an opportunity to rectify the defect in the appli- 
cation within a period of one month from the date of such intimation. 

(3) If the defect is not rectified within such time, the Income-tax Officer 
may reject the application. 

(4) Where a firm is registered for any assessment year, the Income-tax 
Officer shall record a certificate on the instrument of partnership or on the 
certified copy submitted in lieu of the original instrument, as the case may be, 
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to the effect that the firm has been registered under this Act, for that assess- 
ment year; and where a declaration under sub-section (7) of Section 184 is 
furnished by the firm, for the relevant subsequent assessment year. 

(5) Notwithstanding anything contained in this section, where, in 
respect of any assessment year, there is, on the part of a firm, any such failure 
as is mentioned in Section 144, the Income-tax Officer may refuse to register 
the firm for the assessment year. 

186. Cancellation of registration. — (1) If, where a firm has been regis- 
tered, or its registration has effect under sub-section (7) of Section 184 for an 
assessment year, the Income-tax Officer is of opinion that there was during 
the previous year no genuine firm in existence as registered, he may, after giving 
the firm a reasonable opportunity of being heard and with the previous appro- 
val of the Inspecting Assistant Commissioner, cancel the registration of the firm 
for that assessment year : 

Provided that no such cancellation shall he made after the expiry of eight 
years fioni the end of the assessment year in respect of which the registration 
has been granted or has effect. 

(2) If, where a firm has been registered or its registration has effect 
under sub-section (7) of Section 184 for any assessment year, there is, on the 
\k'\[ r: the firm, any such failure in respect of the assessment year as is men- 
tioned in Section 144, the Income-tax Officer may cancel the registration of the 
firm for the assessment year, after giving the firm not less than fourteen day’s 
notice intimating his intention to cancel iK registration and after giving it a 
reasonable < oportiinity of being heard. 

(3) Where the registration of a firm *s cancelled for any assessment 
year, the Income-tax Officer shall amend the assessment of the firm and its 
partners for that assessment year on the footing that the firm is an unregistered 
firm. 

(4) The provisions of Section 154 shall, so far as may be, apply to the 
amendments of the assessments of the firm and ils partners under sub-section 
(3) of this section, the period of four years specified in sub-section (7) of that 
section being reckoned from the date of the order cancelling the registration. 

C. — Changes in constitution, succession and dissolution 

187. Change in constitution of a firm.— Where at the time of making an 
assessment under Section 143 or Section 144 it is found that a change has 
occurred in the constitution of a firm, the assessment shall be made on the firm, 
as constituted at the time of making the assessment : 

Provided that — 

(i) the income of the previous year shall, for the purpose of inclusion 
in the total income of the partners be apportioned between the partners who, in 
such previous year, were entitled to receive the same ; and 

(ii) when the tax assessed upon a partner cannot be recovered from 
him, i* shall be recovered from the firm as constituted at the time of making 

assessment. 

(2) For the purposes of this section, there is a change in the constitu- 
tion of the firm— 

II— 19 
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(a) if one or more of the partners cease to be partners or one or 
more new partners are admitted, in such circumstances that one or moie of the 
persons who were partners of the firm before the change continue as partner 
or partners after the change ; or 

(b) where all the partners continue with a change in their respective 
shares or in the shares of some of them. 


188. Succession of one firm by another firm. — Where a firm carrying on 
a business or profession is succeeded by another firm, and the case is not one 
covered by Section 187, separate assessments shall be made on the predecessor 
firm and the successor firm in accordance with the provisions of Section 170. 

189. Firm dissolved or business discontinued. — (1) Where any business 
or profession carried on by a firm has been discontinued or where a firm is 
dissolved, the Income-tax Officer shall make an assessment of the total income 
of the finn as if no such discontimia'.ce or dissolution had taken place and all 
the provisions of this Act, including provisions relating to the levy of a penally 
or any other sum chargeable unde ; any provision of this Act, shall apply, so 
far as may be, to such assessment. 


(2) Without prejudice to the generality of Ihe foregoing sub-section, if 
the Income-tax Officer or the Appellate Assistant Commissioner in ihe course 
of any proceeding under this Act in respect of any such firm as is referred to in 
that sub-section is satisfied that the firm was guilty of any of the acts specified 
in Chapter XXT he may impose or direct the imposition of a penalty in accord- 
ance with the provisions of that Chapter. 

(3) Every person who was at the time of such discontinuance or dissolu- 
tion a partner of the firm, and the legal representative of any such person who 
is deceased, shall he jointly and severally liable for the amount of ta\. penaitv 
or other sum payable, and all the provisions of this Act, so far as may be, shall 
apply to any such assessment or imposition of penalty or other sum. 

(4: Where such discontinuance or dissolution lakes place after any pro- 
ceedings in respect of an* assessment year have commenced, the proceedings 
may be continued against the persons referred to in sub-section (3) from the 
stage at which the proceedings stood at the time of such discontinuance or 
dissolution, and all the provisions of this Act shall, so far as may be annlv 
accordingly. 

(5) Nothing in this section shall affect the provisions of sub-section 1 6) 
of Section 159. 


CHAPTER XVII 

COLLECTION AND RECOVERY OF TAX 
A. — General 

190. Deduction at source and advance payment. — (1) Notwithstanding 
that the regular assessment in respect of any income is to be made in a later 
assessment year, the tax on such income shall be payable by deduction at 
source or by advance payment, as the case may be, in accordance with the pro- 
visions of this Chapter. 

(2) Nothing in this section shall prejudice the charge of tax on such 
income under the provisions of sub-section (1) of Section 4. 
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191. Direct payment. — In the case of income in respect of which provi- 
sion is not made under thiy Chapter tor deducting income-tax at the lime of 
payment, and in any case where income-tax has not been deducted in accord- 
ance with the provisions of this Chapter, income-tax shall be payable by the 
assessec direct, 


B. — Deduction at source 

192. Salary. — (1) Any person responsible for paying any income charge- 
able under the head “Salaries” shall, at the time ol payment, deduct income- 
tax on the amount payable at the average rate ol income-tax computed on the 
basis of the rates in force for the financial year in which the payment is made, 
on the estimated income of the assessee under this head for that financial year. 

(2) (Omitted). 

(3) The person responsible for making the payment referred to in sub- 
section (1) may, at the time of making any deduction, increase or reduce the 
amount to be deducted under this section lor the purpose ol adjusting any 
excess or deficiency arising out of any previous deduction or failure to deduct 
during the financial year. 

(4) The trustees of a recognised provident fund, or any person authorised 
by the regulations of the fund to make payment of accumulated balances due 
u» employees, shall, in cases where sub-rule (1) of rule 9 of Part A of the 
Fourth Schedule applies, at the time an accumulated balance due to an em- 
ployee is paid, make therefrom the deduction provided in rule 10 of Part A of 
the Fourth Schedule. 

(5) Where any contributions made by an employer, including interest on 
such contributions, if any, in an approved superannuation fund is paid to the 
employee, tax on the amounts so paid shall be deducted by the trustees of the 
fund to the extent provided in rule 6 of Part B of the Fourth Schedule. 

(6) For the purposes of deduction of tax on salary payable in foreign 
currency, the value in rupees of such salary shall be calculated at the prescribed 
rate of exchange. 

193. Interest on securities. — The person responsible for paying any 
income chargeable under the head “Interest on securities” shall, at the time of 
payment deduct income-tax at the rates in force on the amount of the interest 
plyable : 

Provided that no tax shall be deducted front— - 

(i) any interest payable on 4*4 per cent National Defence Bonds, 
1972, where the bonds are held by an individual, not being a non-resident ; or 

(ia) any interest payable to an individual on 4) 4 per cent National 
Defence Loan, 1968, or 4)4 per cent National Defence Loan, 1972 ; or 

(ii) any interest payable on National Savings Certificates (First 
Issue) ; or 

(iia) any interest payable on 7 year National Savings Certificates 
(IV Issue) ; or 

(iib) any interest payable on such debentures, issued by any co- 
operative society (including a co-operative land mortgage bank or a co-operative 
land development bank) or any other institution or authority, as the Central 
Government may, by notification in the Official Gazette, specify in this 
behalf ; or 

(iii) any interest payable on 6 y z per cent Gold Bonds. 1977, or 7 per 
cent Gold Bonds, 1980, where the bonds are held by an individual not being a 
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non-resident, and the holder thereof makes a declaration in writing before the 
person responsible for paying the interest that the total nominal value ol the 
cent Gold Bonds, iy 77, or as tne case may he, me' / per cent Gold 
bonds, 1980, held by him (including such bonds, it any, held on his behall by 
any other person) did not in either case exceed ten thousand rupees at any 
time during the period to which the interest relates ; or 

(iv) any interest payable on any other security of the Central or State 
Government, where the security is held by an individual, not being a non- 
resident, and the holder thereoi makes a declaration in writing before the person 
responsible for paying the interest that— 

(a) he has not previously been assessed under this act or under the 
Indian Income-tax Act, 1922 ; 

(b) his total income of the previous year in which the interest is due 
is not likely to exceed the maximum amount not chargeable to 
tax ; and 

(c) the total nominal value of the securities held by him (including 
such securities, if any, as are held on his behalf by any other per- 
son) did not exceed two thousand live hundred rupees at any time 
during the said previous year. 

194. Dividends. — The principal officer of an Indian company or a com- 
pany which has made the prescribed arrangements for the declaration and 
payment of dividends (including dividends on preference shares) within India, 
shall before making any payment in cash or before issuing any cheque or 
warrant in respect of any dividend or before making any distribution or pay- 
ment to a shareholder, of any dividend within the meaning of sub-clause (a) or 
sub-clause (b) or sub-clause (c) or sub-clause (d) or sub-clause (e) of clause (22) 
of Section 2, deduct from the amount of such dividend, income-tax at the rales 
in force : 

Provided that where in the case of any shareholder, not being a company, 
the Income-tax Officer gives a certificate in writing in the prescribed mannei 
that to the best of his belief the total income of the shareholder will be less 
than the minimum liable to income-tax, the person responsible for paying any 
dividend to the shareholder shall so long as the certificate is in force pay the 
dividend without any deduction. 

194A. Interest other than “Interest on securities”. — (1) Any person, iol 
being an individual or a Hindu undivided family, who is responsible for pay- 
ing to a resident any income by way of interest other than income chargeable 
under the head “interest on securities”, shall at the time of credit of such in- 
come to the account of the payee or at the time of payment thereof in cash or 
by issue of a cheque or draft or by any other mode, whichever is earlier, deduct 
income-tax thereon at the rates in force : 

Provided that no such deduction shall be made in a case where the person 
(not being a company or a registered firm) entitled to receive such income 
furnishes to the person responsible for making the payment- 
fa) an affidavit, or 
(b) a statement in writing, 

declaring that his total income assessable for the assessment year next 
following the financial year in which the income is credited or paid will be less 
than the minimum liable to income-tax. 
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(2) The statement in writing referred to in sub-section (1) shall also con- 
tain such other particulars may be prescribed, be verified in the prescribed, 
manner, be signed in the presence of — 

(a) a Member of Parliament or a State Legislature ; or 

(b) a member of a District Council or a Metropolitan Council, Munici- 
pal Corpoiation or Municipal Committee ; or 

(c) a Gazetted Ollicer of the Central or a State Government ; or 

(d) an officer of any banking company (including a co-operative bank) 
of the rank of sub-agent, agent or manager, 

and bear an attestation by such member or officer to the effect that the 
person who has signed the statement is known to him. 

(3) Ihe provisions of sub-section (1) shall not apply — 

(i) where the income credited or paid at any one time does not exceed 
Rs. 400 ; 

(ii) to such income credited or paid before the 1st day of October, 1967: 
(in) to such income credited or paid to— 

(aj any banking company to which the Banking Regulation Act, 
1949, (10 ot 1949) applies, or any co-operative society engaged 
in carrying on the business of banking (including a co-operative 
land mortgage bank), or 

(b) any financial corporation established by or under a Central, State 
or Provincial Act, or 

(c) the Life Insurance Corporation of India established under the 
Life Insurance Corporation Act, 1956 (31 of 1956), or 

(d' the Unit Trust of India established under the Unit Trust of 
India Act, 1963 (52 of 1963), or 

(e) any company or co-operative society carrying on the business of 
insurance, or 

(f) such other institution, association or body or class of institutions, 
associations or bodies which the Central Government may, for 
reasons to be rc-.ordcd in writing, notify in this behalf in the 
Official Gazette. 

(iv) to such income credited or paid by a firm to a partner of the firm ; 

(v) to such income credited or paid by a co-operative society to any 
other co-operative society. 

(vi) to such income credited or paid in respect of deposits under any 
scheme framed by the Central Government and notified by it in 
this behalf in the Official Gazette : 

(vii) to such income credited or paid in respect of deposits with a bank- 
ing company to which the Banking Regulation Act, 1949 (10 of 
1949) applies (including any bank or institution referred to in Section 
51 of that Act), or with a co-operative society engaged in carrying 
on the business of banking (including a co-operative land mortgage 
bank or a co-operative land development bank). 

Explanation. — In this section, “Gazetted Officer" includes a Tehsildar or 
a Mamlatdar of a Taluka or any other officer performing functions similar to 
those of Tehsildar Mamlatdar. 

195. Other sums. — (1) Any person responsible for paying to a non-resi- 
dent, not being a company, or to a company which has made the prescribed 
arrangements for the declaration and payment of dividends within India, any 
interest, not being “Interest on securities”, or any other sum, not being divi- 
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'uends, cnargeable under the provisions oi this Act, shall, at the time of payment, 
umess he is nunseu iiaoie lu pay any income-la* ineieon as an agcni, ueuuci 
income-tax thereon at tnc rates in lorce : 

Pi o video that nothing m tms suo-seelion shall apply to any payment made 
in the course Oi transactions m respect oi which a poison respunsiote lor the 
payment is deemed under me proviso to sub-section (.1) ot Section 163 not to 
oe an agent of the payee. 

tij Where tne person responsible for paying any such sum chargeable 
under this act (other man interest including interest on securities, dividend 
and salary) to a non-resident considers that tne whole of such sum would not 
be income chargeable in the case ol the lecipient, he may make an application 
to the Income-tax Olhcer to determine, by general or special order, the appro- 
priate proportion of such sum so chargeable, and upon such determination, tax 
shall be deducted under sub-section (I) only on that proportion of the sum 
which is so chargeable. 

(3) Subject to rules made under sub-section (5), any person entitled to 
receive any interest or other sum on which income-tax has to be deducted under 
sub-section (1) may make an application in the prescribed form to the Income- 
tax Officer lor the grant of a certihcate authorising him to receive such interest 
or other sum without deduction oi tax under that sub-section, and where any 
such certihcate is granted, every person responsible for paying such interest or 
other sum to the person to whom such certihcate is granted shall, so long as 
the certihcate is in force, make payment ot such interest or other sum without 
deducting tax thereon under sub-section (1). 

(4) A certihcate granted under sub-section (3) shall remain in force till 
the expiry of the period specified therein or, if it is cancelled by the Income- 
tax Officer before the expiry of such period, till such cancellation. 

(5) The Board may, having regard to the convenience of assessees and 
the interests of revenue, by notihcation in the Official Gazette, make rules 
specifying the cases in which, and the circumstances under which, an applica- 
tion may be made for thd grant of a certihcate under sub-section (3) and the 
conditions subject to which such certificate may be granted and providing for 
all other matters connected therewith. 

196. Interest or dividend or other sums payable to Government, Rcseryc 
Bank or certain corporations. — Notwithstanding anything contained in the fore- 
going provisions of this Chapter, no deduction of tax shall be made by ajiy 
person from any sums payable to — 

(i) the Government, or 

(ii) the Reserve Bank of India, or 

(iii) a corporation established by or under a * Central Act which is, 
under any law for the time being in force, exempt from income-tax 
on its income. 

where such sum is payable to it by way of interest or dividend in respect 
of any securities or shares owned by it or in which it has full beneficial interest, 
or any other income accruing or arising to it. 

Certificate for deduction at lower rate. — ; ( 1 ) Where, in the case of 
any income of any person other than company— . 

(a) income-tax is required to be deducted at the time of credit or, as 
the case may be at the time of payment at the rates in force under the provi- 
sions of Sections 192, 193, 194A and 195 ; 

(b) being a non-resident, income-tax is required to be deducted at the 
time of payment at the rates in force under the provisions of Section 194. 
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the Income-tax Officer is satisfied that the total income of the recipient 
justifies the deduction of incpme-tax at any lower rates or no deduction of 
Income-tax, as the case may be, the Income-tax Officer shall, on an application 
made by the assessee in this behalf, give to him such certificate as may be 
appropriate. 

(2) Where any such certificate is given, the person responsible for paying 
the income shall, until such certificate is cancelled by the Income-tax Officer, 
deduct income-tax at the rates specified in such certificate or deduct no tax, as 
the case may be. 

(3) Where the principal officer of a company considers that, by reason 
of the provisions of Section 80K, the whole or any portion of the dividend 
referred to in Section 104 will be deductible in computing the total income of 
the recipient, he may, before paying the dividend to the shareholder or issu- 
ing any cheque or warrant in respect thereof, mike an application to the 
Income-tax Officer to determine the appropriate proportion of the dividend to 
be deducted under the provisions of Section 80K : and on such determination 
by the Income-tax Officer no tax shall be deducted on such proportionate 
amount. 

lofl. Tax deducted is income recessed. — All sums deducted in accord- 
ance with the provision o r Sections 192 to 194, Sec 1 ion I94A and Section 195 
shall, for the purpose of computing the income of an a^ewe be, deemed to 
be income received. 

199. Credit for tax deducted. — Any deduction made in accordance with 
the provisions of Sections 192 to 194, Section 19i\ and Section 195 and paid to 
the Central Government shall be treated as nawnent of tax on behalf of the 
person from whose income the deduction wa< made, or nf the owner of the 
^ecuritv or of the shareholder. the ca e mac he. and credit shall be given to 
him for the amount so deduce J on the production of the certificate furnished 
under Section 203 in the assessment (including a prtn^ional assessment under 
Section 141 A), if any, made for the immediately following assessment year 
under this Act : 

Provided that — 

(i) in a case where such person or owner or shareholder is a person 
whose income is included under the provisions of Section 60, Section 61, Section 
64, Section 93 or Section 94 in the total income of another person, the payment 
shall be deemed to ha*e been made on behalf of, and the credit shall be given 
to such other person ; 

(ii) in any other case, where the dividend on any share is assessable 
as the income of a person other than the shareholder, the payment shall be 
deemed to have been made on behalf of. and the credit shall be given to, such 
other person in such circumstances as may be prescribed : 

Provided further that where any security or share in a company is owned 
jointly by two or more persons not constituting a partnership, the payment 
shall be deemed to have been made on behalf of, and the credit shall be given 
to, each such person in the same proportion in which the interest on such 
security or dividend on such share is assessable as his income. 
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200. Duty ot person deducting tax. — Any person deducting any sum in 
accordance with the provisions of Sections 192 to .194, Section 194A and Section 
195 shall pay within the prescribed time, the sum so deducted to the credit of 
the Central Government or as the Board directs. 

201. Consequence of failure to deduct or pay. — (1) If any such person 
and in the cases referred to in Section 194, the principal officer and the company 
of which he is the principal officer does not deduct or after deducting fails to 
pay the tax as required by or under the Act, he or it shall, without prejudice 
to any other consequence which he or it may incur, be deemed to be an asscssee 
in default in respect of^the tax : 

Provided that no penalty shall be charged under Section 221 from such 
person, principal officer or company unless the Income-tax Officer is satisfied 
that such person or principal officer or company, as the case may be, has with- 
out good and sufficient reasons failed to deduct and pay the tax. 

(1A) Without prejudice to the provisions of sub-section (1), if any such 
person, principal officer or company as is referred to in that sub-section docs 
not deduct or after deduction fails to pay the tax as required bv or under this 
Act, he or it shall be liable to pay simple interest at nine per cent per annum on 
the amount of such tax from the date on which such tax was deductible to the 
date on which such tax is actually paid. 

(2) Where the tax has not been paid as aforesaid after it is deducted, the 
amount of the tax together with the amount of simple interest thereon referred 
to in sub-section (1A) shall be a charge upon all the assets of the person or the 
company, as the case may be, referred to in sub-section ( 1 ). 

202. Deduction only one mode of recovery. — The power to levy tax bv 
deduction under Sections 192 to 194, Section 194A and Section 195 shall be 
without prejudice to any. other mode of recovery. 

203. Certificate for tax deducted. — Every person deducting tax in accord- 
ance with the provisions of Sections 192 to 194, Section I94A and Section 195 
shall, at the time of credit or payment of the sum, or as the case may be, at the 
time of issue of a cheque or warrant for payment of any dividend to a share- 
holder, furnish to the person to whose account such credit is given or to whom 
such payment is made or the cheque or warrant is issued, a certificate to the 
effect that tax has been deducted, and specifying the amount so deducted, the 
rate at which the tax has been deducted and such other particulars as may be 
prescribed'. 


204. Meaning of “Person responsible for naying”. — For the purnoses of 
Sections 192 to 194, Section 194A, Sections 195 to 203 and Section 285, the 
expression “person responsible for paying” means— 

(0 in the case qf payments of income chargeable under the head 
“Salaries”, other than payments by the Central Government or the Government 
of a State, the employer himself or. if the employer is a Company, the company 
itself, including the principal officer thereof ; 

fii) in the case of payments of income chargeable under tbe bead 
“Interest on securities”, other than payments made by or on behalf of the Cen- 
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tral Government or the Government of a State, the local authority, corporation 
or company, including the principal officer thereof ; 

(iii) in thd case of credit, or, as the case may be, payments of any 
other sum chargeable under the provisions of this Act, the payer himself or if 
the payer is a company, the company itself including the principal officer 
thereof. 

205. Bar against direct demand on assessee. — Where tax is deductible at 
the source under Sections 192 to 194, Section 194A, and Section 195 the assessee 
shall not be called upon to pay the tax himself to the extent to which tax has 
been deducted from that income. 

206. Person paying salary to furnish prescribed return. — (1) The pres- 
cribed person in the case of every office of the Government, the principal officer 
in the case of every company, the prescribed person in the case of every local 
authority or other public body or association, and every private employer shall 
prepare, and within thirty days from the 31st day of March in each year, 
deliver or cause to be delivered to the Income-tax Officer in the prescribed form 
and verified in the prescribed manner, a return, in writing showing — 

(a> the name and, so far as it is known, the address of every person 
who was receiving on the 31st day of March, or has received or to 
whom was due during the year ending on that date, from the Govern- 
ment, company, authority, body, association or private employer, 
as the case may be, any income chargeable under the head “Salaries” 
of such amount as may be prescribed : 

(b) the amount of the income so received by or so due to each such 
person, and the time or times at which the same was paid or due. 
as the case may be ; 

(c) the amount deducted in respect of income-tax from the income of 
such person. 

(2) Where an employer deducts from the emoluments paid to an employee 
or pays on his behalf any contributions of that employee to an approved super- 
_annuation fund, he shall include all such deductions or payments in the return 
"wnich he is required to furnish under this section. 

206A. Person paying interest, to residents without deduction of tax, to 
famish prescribed return. — Any person responsible for paying any income 
referred to in Section 194A shall prepare, and within thirty days from the 31st 
day of March in each year, deliver or cause to be delivered to the Income- 
tax Officer in the prescribed form and verified in the prescribed manner a return 
in writing showing — 

(a) the name and address of every person who has furnished to him an 
affidavit or a statement under the proviso to sub-section (1) of 
Section 194A ; 

(b) the amount of the income credited or paid during the financial year 
to each person and the time or times at which the same was credited 
or paid, as the case may be, and 

(c) such other particulars as may be prescribed, 

11-20 
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C. — Advance payment of tax 

207. Advance tax and income subject to advance tax. — (1) Tax shall 
be payable in advance in accordance with the provisions of Sections of 208 to 
219 in the case of income other than income chargeable under the head 
“Capital gains”. 

(2) Such income is hereinafter in this Chapter referred to as “income 
subject to advance tax”, and such tax is hereinafter in this Chapler referred to 
as “advance tax”. 

208. Condition of liability to pay advance tax. — (1) Advance tax shall 
be payable during the financial year — 

(a) where the total income, exclusive of capital gains, of the assessee, 
referred to in sub-clause (i) of clause (a) of Section 209, exceeds the amount 
specified in sub-section (2), or 

(b) where it is payable by virtue of the provisions of sub-section (3) of 
Section 212. 

(2) The amount referred to in clause (a) of sub-section (I) shall be- 

(a) in the case of a companx or a local authority ... Rs. 2,500 ; 

(b) in the case of a registered firm ... ... Rs. 30,000; 

(c) in the case of a person other than a company, a local authority or 
a registered firm, — 

(i) where such person was not resident in India during the previous 
year referred to in sub-clause (i) of clause (a) of Section 209 or such person 
being a person referred to in sub-section (3) of Section 212 is not likely to be 
resident in India during the previous year relevant to the assessment year next 
following the financial year in which the advance tax is payable . . Rs. 5,000 

(ii) in any other case ... ... ... Rs. 10.000 

209. Computation of advance tax. — The amount of advance tax puyble 
by an assessee in the financial year shall be computed as follows : 

(a) (i) his total income of the latest previous year in respect of which he 
has been assessed by way of regular assessment shall first be ascertained ; 

(ii) the amount of capital gains, if any, included in such total income 
shall be deducted therefrom, and on the balance income-tax shall be calculated 
at the rates in force in the financial year ; 

fiii) the income-tax so calculated shall be deduced by the amount of 
income-tax which would be deductible during the said financial year in accor- 
dance with the provisions of Sections 192 to 194, Section 194A and Section 195 
on any income, (as computed before allowing any deductions admissible under 
this Act) on which tax is required to be deducted under the said sections and 
which has been taken into account in computing the said total income ; 

fiv) the net amount of income-tax calculated in accordance with sub- 
clause (iii) shall, subject to provisions of clause (c) and (d), be the advance 
tax payable; 

(b) (Omitted). 
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(c) in cases where an estimate is sent by the assessee under sub-section 

(1) or sub-section (2) or sub section (J) or sub-section (3 A) of Section 
212, the total income so estimated shall, for the purposes of calcu- 
lation of lax under this section, be substituted for the total income 
referred to in clause (a). 

(d) in cases where — 

(i) the total income of the latest previous year [being a year later 
than the previous year referred to in clause (a)j on the basis of which tax has 
been paid by the assessee under Section 140A or a provisional assessment has 
been made under Section 141, exceeds the total income referred to in clause 
fa), or 

(ii) the Income-tax Officer makes an amended order referred to in 
sub-section (3) of Section 210 on the basis of the total income on which tax has 
been paid by the assessee under Section 140 A or in respect of which a provi- 
sional assessment has been made under Section 141, 

the total income referred to in clause (a) shall be substituted. — 

(1) in a case falling under sub-clause (i) by the total income on the 
basis of which tax has been paid under Section 140A or, as the case may be, 
lh ( ' p, ^'visional assessment has been made under Section 141, whichever relates 
lo the latest previous year and where both relate to the same latest previous 
year, whichever is higher, and 

(21 in a case falling under sub-clause (ii). by the total income on 
the basis of which the amended order under sub-section (3) of Section 210 
is made. 

Explanation. — If the assessee is a partner of a registered firm and an assess- 
ment of the firm has been completed for a previous year later than the latest 
previous year for which the asscssee’s assessment has been completed, his share 
in the income of the firm shall, for the purposes of clause (a), be included in his 
total income on the basis of the assessment of the firm. 

- 210 . Order by Income-tax Officer. — (1) Where a person has been previ- 
ously assessed by way of regular assessment under this Act or under the Indian 
Income-tax Act, 1922 (11 of 1922). the Income-tax Officer may, on or after the 
1st day of April in the financial year, by order in writing require him to pay to 
the credit of the Central Government advance tax determined in accordance 
with the provisions of Sectjpns 207, 208 and 209. 

(2) The notice of demand issued under Section 156 in pursuance of such 
order shall specify the instalments in which the advance tax is payble under 
Section 211. 

(3) If, after the making of an order by the Income-tax Officer under this 
section and at any time before the date which is fifteen days prior to the date on 
which the last instalment of advance tax is payable by the assessee under sub- 
section (1) of Section 211, tax is paid by the assessee under Section 140A, or a 
regular assessment or a provisional assessment under Section 141 of the assessee 
(or the registered firm of which he is a partner) is made in respect of a previous 
year later than that referred to in order of the Income-tax Officer, the Income- 
tax Officer may make an amended order requiring the assessee to pay in one 
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instalment on the specified date or in equal instalments on the specified dates, 
if more than one falling after the date of the amended order, the advance tax 
computed on the basis oi the total income on which tax been paid under Section 
140A or in respect of which the regular assessment or the provisional assess- 
ment aforesaid has been made as reduced by the amount, if any, paid in 
accordance with the original order : 

211. Instalments of advance tax. — (1) Subject to the provisions of this 
section and of Section 212, advance tax shall be payable in three equal instal- 
ments on the following dates during the financial year, namely — 

(i) the 15th day of June, the 15th day of September and the 15th 
day of December, in the case of an assessee whose total income to the extent 
of 75 per cent thereof or more is derived from a source or sources for which 
the previous year (relevant to the assessment year next following the financial 
year aforesaid) ends on or before the 31st day of December: 

(ii) the 15th day of September, the 15th of December and the 15th 
day of March in any other case : 

Provided that in respect of any class of assessees referred to in clause (i), 
the Board may, having regard to the nature of dealings in the business carried 
on by such assessees, the method of accounting followed by them and other 
relevant factors, authorise, by notification in the Official Gazette and subject 
to such conditions as may be specified therein the payment of the last instalment 
of the advance tax on the 15th day of March during the financial year, instead 
of on the 15th day of December. 

Explanation. — In this sub-section, “total income” means,— 

(a) in a case where advance tax is paid by the assessee in accordance 
with an order of the Income-tax Officer under Section 210, the total income 
with reference to which the advance tax payable has been calculated in such 
order ; 


(b) in a case where the advance tax is paid in accordance with jin. 
estimate made by the assessee under Section 212, the total income with reference 
to which the advance tax is so estimated, 

as reduced, in either case, by the capital gains, if any, included therein. 

(2) If the notice of demand issued under Section 156 in pursuance of the 
order under Section 210 is served after any of the dates on which the instalments 
specified therein are payable, the advance tax shall be payable in equal instal- 
ments on each of such of those dates as after the date of the service of the 
notice of demand, or in one sum on the 15th day of March if the notice is served 
after the 15th day of December. 

212. Estimate by assessee. — (l) If any assessee who is required to pay 
advance tax by an order under Section 210 estimates at any time before the last 
instalment of advance tax is due in his case that, by reason of his total income 
(exclusive of capital gains, if any) of period which would be the previous year 
for the immediately following assessment year (such total income being, there- 
after in this section referred to as current income) being likely to be less than 
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the income on which the advance tax payable by him under Section 210 has 
been computed or for any other reason, the advance tax payable by him would 
be less than the amount which he is so required to pay, he may, at this option, 
send to the Income-tax Officer an estimate of— 

(i) the current income, and 

(ii) the advance tax payable by him on the current income calculated 
in the manner laid down in Section 209, 

and shall pay such amount of advance tax as accords with his estimate in 
equal instalments on such of the dates applicable in his case under Section 211 
as have not expired, or in one sum if only the last of such dates has not expired. 

(2) The assessee may send a revised estimate of the advance tax payable 
by him before any one of the dates specified in Section 211 and adjust any excess 
or deficiency in respect of any instalment already paid in subsequent iastal- 
ment or in subsequent instalments. 

(3) Any person who has not previously been assessed by way of regular 
assessment under this Act or under the Indian Income-tax Act, 1922, shall, in each 
financial year, before the date on which the last instalment of advance tax is 
due in his case under sub-section (1) of Section 211 if bis current income is 
likely to exceed the amount specified in sub-section (2) of Section 208, send to 
the income-tax Officer an estimate of — 

(i) the current income, and 

(ii) the advance-tax payable by him on the current income calculated 
in the manner laid down in Section 209, 

and shall pay such amount of advance tax as accords with his estimate on 
such of the dates applicable in his case under Section 211 as have not expired, 
by instalments which may be revised according to sub-section (2). 

(3A) In the case of any assessee who is required to pay advance tax by 
an order under Section 210, if by reason of the current income being likely to 
be greater than the income on which the advance tax payable by him under 
Section 210 has been computed or for any other reason the amount of advance 
tax computed in the manner laid down in Section 209 on the current income 
*( which shall be estimated by the assessee ) exceeds the amount of advance tax 
demanded from him under Section 210 by more than 33-1/3 per cent of the 
latter amount, he shall, at any time before the date on which the last instal- 
ment of advance tax is due from him, to the Income-tax Officer an estimate of — 

(i) the current income, and 

(ii) the advance tax payable by him on the current income calculated 
in the manner laid down in Section 209, 

and shall pay such amount of advance tax as accords with his estimate on 
such of the dates applicable in his case under Section 211 as have not expired, 
by instalments which may be revised according to sub-section (2). 

Provided that in a case where the Commissioner is satisfied that, having 
regard to the nature of the business carried on by the assessee and the dale of 
expiry of the previous year in respect of such business, it, will be difficult for the 
assessee to furnish the estimate required to be furnished by him in accordance 
with the provisions of this sub-section before the date on which the last instal- 
ment of advance tax is due in his case, he may. if the assessee pays the 
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advance tax demanded from him under Section 210 before such date, extend 
the date tor furnishing such estimate up to a period of thirty days immediallely 
following the last date of the previous year in respect of that business, and 
where the date is so extended, the assessee shall pay, on or before the date as 
so extended, the amount by which the amount of advance tax already paid him 
falls short of the advance tax payable in accordance with his estimate. 

(4) Every estimate under this section shall be sent in the prescribed form 
and verified in the prescribed manner. 

213. Commission receipts. — Where part of the income subject to advance 
tax consists of any incomfe of the nature of commission which is receivable 
periodically and is not received or adjusted by the payer in the assessee's account 
before any of the instalments of advance tax become due, he may defer payment 
of advance tax on that part of his income to the date on which such income 
would be normally received or adjusted and, if he does so, he shall communi- 
cate to the Income-tax Officer the date to which such payment is deferred : 

Provided that, if the advance tax of which the payment is de. erred is not 
paid within fifteen days of the date on which such income or part thereof is 
received or adjusted by the payer in the assessee’s account the advance tax 
shall be payable with nine per cent simple interest per annum from the date of 
such receipt or adjustment to the date of payment of the advance tax. 

214. Interest payable by Government. — (1) The Central Government 
shall pay simple interest at nine per cent per annum on the amount by which 
the aggregate sum of any instalments of advance tax paid during any financial 
year in which they are payable under Sections 207 to 213 exceeds the amount 
of the tax determined on regular assessment, from the 1st day of April next 
following the said financial year to the date of the regular assessment for the 
assessment year immediately following the said financial year, and where any 
such instalment is paid after* the expiry of the financial year during which it is 
payable by reason of the provisions of Section 213, interest as aforesaid shall 
also be payable on that instalment from the date of its payment to the date of 
regular assessment : 

Provided that in respect of any amount refunded on a provisional assess- 
ment under Section 141A, no interest shall be paid for any period after the date, 
of such provisional assessment. 

(1A) Where on completion of the regular assessment the amount on which 
interest was paid under sub-section (1) has been reduced, the interest shall be 
reduced accordingly and the excess/ if any, paid shall be deemed to be tax pay- 
able by the assessee and the provisions of this Act shall apply accordingly. 

(2) On any portion of such amount which is refunded under this Chapter, 
interest shall be payable only up to the date on which the refund was made. 

215. Interest payable by asjejsee, — (1) Where, in any financial year, an 
assessee has paid advance tax under section 212 on the basis of his own estimate, 
and the advance tax so paid is less than seventy-five per cent, of the assessed tax, 
simple interest at the rate of nine per cent, per annum from the 1st day of April, 
next following the said, financial year up to the date of the regular assessment 
shall be payable by the assessee upon the amount by which the advance tax 
so paid falls short of the assessed tax. 



212-217] 


THE INCOME-TAX ACT, 1961 


159 


(2) Where before the date of completion of a regular assessment a provi- 
sional assessment is made under Section 141 or tax is paid by the assessee other- 
wise than in pursuance of silch a provisional assessment — 

(i) interest shall be calculated in accordance with the foregoing provi- 
sion up to the date on which the tax is paid either as provisionally assessed 
or otherwise ; and 

(ii) thereafter interest shall be calculated at the rate aforesaid on the 
amount by which the tax as so paid ( in so far as it relates to income subject, to 
advance tax ) falls short of the assessed tax. 

(3) Where as a result of an order under Section 154 or Section 155 or 
Section 250 or Section 254 or Section 260 or Section 262 or Section 264, the 
amount on which interest was payable under this section has been reduced, the 
interest shall be reduced accordingly and the excess interest paid, if any, shall 
he refunded. 

(4) Tn such cases and under such circumstances as may be prescribed, 
(he Income-tax Officer may reduce or waive the interest payable by the assessee 
under this section. 

(5) In this section and Sections 217 and 273, “assessed tax” means the tax 
determined on the basis of the regular assessment ( reduced bv the amount of 
< deductible in accordance with the provisions of Sections 192 to 194, Section 
194A and .Section 195 1 so far as such tax relates to income sub : ect to advance 
lax and so far as it is not due to variations in the rates of tax made by the 
Finance Act enacted for the year for which the regular assessment is made. 

216. Interest payable by assessee in case of under-estimate, etc. — Where, 
on making the regular assessment, the Income-tax Officer finds that any 
assessee has — 

(a) under sub section (1) or sub-section (2) or sub-section (3> or sub- 
notion (3 At of Section 212 under-estimated the advance tax payable by him 
and thereby reduced the amount payable in either of the first two instalments ; or. 

(b> under Section 213 wrongly deferred the payment of advance tax on 
a part of his income ; 

he may direct that the assessee shall pay simple interest at nine per cent 
per annum- 

(i) in the case referred to in clause (a), for the period during which 
the payment was deficient, on the difference between the amount paid in each 
such instalment and the amount which should have been paid, having regard to 
the aggregate advance tax actually paid during the year : and 

(ii) in the case referred to in clause (b), for the period during which 
the payment of advance tax was so deferred. 

Explanation. — For the purposes of this section, any instalment due before 
the expiry of six months from the commencement of the previous year in respect 
of which it is to be oaid shall be deemed to have become due fifteen days after 
the expiry of the said six months. 

217. Interest payable by a s ses see when no estimate made. — (1) Where, 
on making the regular assessment, the Income-tax Officer finds that any such 
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person as is referred to in sub-section (3) of Section 212 has not sent the esti- 
mate referred to therein, simple interest at the rate of nine per cent per annum 
from the 1st day of April next following the financial year in which the advance 
tax was payable in accordance with the said sub-section up to the date of the 
regular assessment shall be payable by the assessee upon the amount equal to 
the assessed tax as defined in sub-section (5) of Section 215. 

(1A) Where, on making the regular assessment, the Income-tax Officer 
finds that any such person as is referred to in sub-section (3A) of Section 212 
has not sent the estimate referred to therein, simple interest at the rate of nine 
per cent, per annum from the 1st day of April next following the financial year in. 
which the advance tax-, was payable in accordance with the said sub-section up 
to the date of the regular assessment shall be payable by the assessee upon the 
amount by which the advance tax paid by him falls short of the assessed tax 
as defined in sub-section (5) of Section 215. 

(2) The provisions of sub-section (2), (3) and (4) of the Section 215 shall 
apply to interest payable under this section as they apply to interest payable 
under that section. 

218. When assessee deemed to be in default. — (I) If any assessee docs 
not pay on the specified date any instalment of advance tax that he is required 
to pay under Section 210 and does not, before the date on which any such 
instalment as is not paid becomes due, send under sub-section (I ) or sub-section (2) 
of Section 212 an estimate or a revised estimate of the advance tax payable by 
him, he shall be deemed to be an assessee in default in respect of such instal- 
ment or instalments. 

(2) If any assessee has sent under sub-section (1) or sub-section (2> or 
sub-section (3) or sub-section (3A) of Section 212 an estimate or a revised 
estimate of the advance tax payable by him, but does not pay any instalment 
in accordance therewith on the date or dates specified in Section 211. he shall 
be deemed to be an assdssee in default in respect of such instalments ; 

Provided that the assessee shall not, under sub-section (1) or this sub- 
section. be deemed to be in default in respect of any amount of which the 
payment is deferred under Section 213 until after the date communicated bv 
him to the Income-tax Officer under that section. 

219. Credit for advance tax. — Any sum, other than a penalty or interest, 
paid by or recovered from an assessee as advance tax in pursuance of this 
Chapter shall be treated as a payment of tax in respect of the income of the 
period which would be the previous year for an assessment for the assessment 
year next following the financial year in which it was payable and credit there- 
for shall be given to the assessee in the regular assessment : 

Provided that where, before the completion of the regular assessment, a 
provisional assessment is made under Section 141A, the credit shall be given 
also in such provisional assessment. 

D^-CoOecdon aid recovery 

220. When fax payable and when mimu deemed hi default.— (1) Any 

amount, otherwise than by way of advande tax, specified as payable in a notice 
of demand under Section 156 shall be paid within thirty-five days of the service 
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of the notice at the place and to the person mentioned in the notice : 

Provided that, where the Income-tax Officer has any reason to believe that 
it will be detrimental to revenue if the full period of thirty-five days aforesaid 
is allowed, he may, with the previous approval of the Inspecting Assistant Com- 
missioner, direct that the sum specified in the notice of demand shall be paid 
within such period being a period less than the period of thirty-five days afore- 
said, as may be specified by him in the notice of demand. 

(2) If the amount specified in any notice of demand under Section 156 

is not paid within the period limited under sub-section (1), the assessee shall 
be liable to pay simple interest at nine per cent per annum from the day com- 
mencing after the end of the period mentioned in sub-section (1) : 

Provided that, where as a result of an order under Section 154, or Section 

155, or Section 250, or Section 254, or Section 260, or Section 262. or Section 

264, the amount on which interest was payable under this Section had been 
reduced, the interest shall be reduced accordingly and the excess interest paid, 
if any, shall be refunded. 

(3) Without prejudice to the provisions contained in sub-section (2), on 
the application made by the assessee before the expiry of the due date under 
sub-section (11, the Income-tax Officer may extent the time for payment or 
•’’if".' payment by instalments, subject to such conditions as he may think fit to 
impose ir the circumstances of the case. 

(4) If the amount is not paid within the time limited under sub-scction 
(1) or extended under sub-section (3), as the case may be. at the place and to 
the person mentioned in the said notice the assessee shall be deemed to be in 
default. 

(51 If, in a case where payment by instalments is allowed under sub- 
section (3), the assessee commits default in paving anv one of the instalments 
within the time fixed under that sub-section, the assessee shall be deemed to be 
in default as to the whole of the amount then outstanding and the other instal- 
ment or instalments shall be deemed to have been due on the same date as the 
instalment actually in default. 

• (6) Where an assessee has presented an appeal under Section 246 the 
Income-tax Officer may in his discretion, and subject to such conditions as he 
may think fit to impose in the circumstances of the case, treat the assessee as 
not being in default in respect of the amount in dispute in the appeal, even 
though the time for payment has expired, as long as such appeal remains 
undisposed of. 

(7) Where an assessee has been assessed in respect of income arising 
outside India in a country the law of which prohibit or restrict the remittance 
of money to India, the Income-tax Officer shall not treat the assessee as in 
default in respect of that part of the tax which is due in respect of that amount 
of his income which, by reason of such prohibition or restriction, cannot be 
brought into Tndia, and shall continue to treat the assessee as not in default in 
respect of such part of the tax until the prohibition or restriction is removed. 

Explanation. — For the purposes of this section, income shall be deemed 
to have been brought into India if it has been utilised or could have been 
utilised for the purposes of any expenditure actually incurred by the .assessee 
II — 21 
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outside India or if the income, whether capitalised or not, has been brought 
into India in any form. 

221. Penalty payable when tax in default. — (1) When an assessee is in 
default or is deemed to be in default in making a payment of tax, he shall, in 
addition to the amount of the arrears and the amount of interest payable 
under sub-section (2) of Section 220, be liable to pay by way of penalty, an 
amount which, in the case of a continuing default, may be increased from time 
to time, so however, that the total amount of penalty does not exceed the 
amount of tax in arrears : 

Provided that before levying any such penalty the assessee shall be given 
a reasonable opportunity of being heard. 

(2) Where as a result of any final order the amount of tax. with respect 
to the default in the payment of which the penaltv was levied, has been wholly 
reduced, the penalty levied shall be cancelled and the amount of penalty paid 
shall be refunded. 

222. Certificate to Tax Recovery Officer. — <l) When an assessee is in 
default or is deemed to be in default in making a payment of tax, the Income- 
tax Officer may forward to the Tax Recovery Officer a ceitificate under his 
signature specifying the amount of arrears due from the assessee. and the Tax 
Recovery Officer on receipt of such certificate, shall proceed to reeovn from 
such assessee the amount specified therein hv one or nv»e of the modes men- 
tioned below, in accordance with the rules laid down in 'he Second Schedule 

fa' attachment and sale of the assessee’s mo\ iNc property . 

(b) attachment and sale of the assessee’s immovable property - 

fc) arrest of the assessee and his detention in prison ; 

fd) appointing a receiver for the management of the asse^see’s movable 
and immovable properties. 

f2) The Income-tax Officer mav issue a certificate under sub-section (!' 
notwithstanding that proceedings for recovery of the a' rears by any other mode 
have been taken. 

223. Tax Recovery Officer to whom certificate is to be issued. — 
(11 The Income-tax Officer may forward the certificate re f erred to in Section 
222 to- 
tal the Tax Recovery Officer within whose, jurisdiction the assessee 

carries on his business or profession or within whose jurisdiction the principal 
place of his business or profession is situate, or 

(b) the Tax Recovery Officer within whose jurisdiction the assessee 
resides or any movable or immovable property of the assessee is situate. 

(2) If the Tax Recovery Officer to whom a certificate is sent by an 
Income-tax Officer is not able to recover the entire amount by the sale of the 
property, movable and immovable, but has information that the assessee has 
property within the jurisdiction of another Tax Recovery Officer, he mav send 
the certificate to such other Tax Recovery Officer or to a Tax Recovery Officer 
within whose jurisdiction the assessee resides, and thereupon that Tax Recovery 
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Officer shall proceed to recover the amount under this Chapter as if the certifi- 
cate was sent to him by the Income-tax Officer. 

224. Validity of certificate, and amendment thereof. — (1) When the 
Income-tax Officer sends a certificate to a lax Recoveiy Officei under Section 
22 2. it shall not be open to the assessee to dispute betore the lax Recovery 
Officei the corieciness ot the assessment, and no objection to the certificate on 
any giound shall be entertained by the lax Recovery Officer. 

(2) Notwithstanding the issue ol a cemlicate to lax Recovery Officer, 
the Income-tax Officei shall have power io withdraw or corieci any clerical or 
aiilhmclicai mistake in the certificate by sending an intimation to the lax 
Recovery Officer. 

(3/ lhe income-tax Officer shall intimate to me iax Recovery Officer 
any oideis witndiawing or cancelling a certificate or any correction made by 
him under sub-section ( 2 ) ot this section or any amendment made under sub- 
section (4) oi Section 225. 

225. Stay ot proceedings under ceu ideate and amendment or withdrawal 
thereof. — (1) Notwithstanding that a certificate has been issued to the lax 
Recoveiy Officer foi the lecovery ot any lax, tne Income-tax Officer may grant 
lime io* the payment ot the tax, and thereupon the 1 ax Recovery Officer shall 
stay the proceedings until the expiry ot time so granted. 

(2) W'here a certdicate for the recovery of tax has been issued, the 
Income-tax Officer shall keep the lax Recovery Officer mlormed oi any tax paid 
or time gtamed for payment subsequent to the issue of such certificate. 

(3) Where the order giving rise to a demand of tax for which a certifi- 
cate lor recovery has been issued has been modified in appeal or other proceed- 
ing under this Act, and, as a consequence ifiereof, the demand is reduced but 
the order is the subject-matter of further proceeding under this Act, the Income- 
Tax Officer shall stay the recovery of such part ot the amount of the certificate 
as pertains to the said reduction lor the period tor which the appeal or proceed- 
ing remains pending. 

(4) Where a certificate for the recovery of tax has been issued and 
subsequently the amount of the outstanding demand is reduced as a result of 
an appeal or other proceeding under this Act, the Income-tax Officer shall, 
when the order which was the subject-matter of such appeal or other proceeding 
has become final and conclusive, amend the certificate or withdraw it, as the 
case may be. 

226. Other modes of recovery. — (1) Notwithstanding the issue of a certi- 
ficate to the Tax Recovery Officer under Section 222 the Income-tax Officer 
may recover the tax by any one or more of the modes provided in this section. 

(2) If any assessee is in receipt of any income chargeable under the head 
‘ Salaries.” the Income-tax Officer may require any person paying the same to 
deduct- from any payment subsequent to the date of such requisition any arrears 
of tax due from such assessee, and such person shall comply with any such re- 
quisition and shall pay the sum so deducted to the credit of the Central Govern- 
ment or as the Board directs. 



164 income-tax law And Practice in india [Sections 

Provided that any part of the salary exempt from attachment in execution 
of a decree of a civil court under Section 60 of • the Code pf Civil Procedure, 
1908 ( 5 of 1908 ), shall be exempt from any requisition made under this 
sub-section. 

(3) (i) The Income-tax Officer may, at any time or from time to time, by 
notice in writing require any personn from whom money is due or may become 
due to the assessee or any person who holds or may subsequently hold money 
for or on account of the assessee, to pay to the Income-tax Officer either 
forthwith upon the money becoming due or being held or at or within the time 
specified in the notice (not being before the money becomes due or is held) so 
much of the money as' is sufficient to pay the amount due by the assessee in 
respect of arrears or the whole of the money when it is equal or less than 
that amount. 

(ii) A notice under this sub-section may be issued to any person who 
holds or may subsequently hold any money for or on account of the assessee 
jointly with any other person and for the purposes of this sub-section, the shares 
of the joint-holders in such account shall be presumed, until the contrary is 
proved, to be equal. 

(iii) A copy of the notice shall be forwarded to the assessee at his 
last address known to the Income-tax Officer. 

(iv) Save as otherwise provided in this sub-section, every person to 
whom a notice is issued under this sub-section shall be bound to comply with such, 
notice, and, in particular, where any such notice issued to a post office, bank- 
ing company or an insurer, it shall not be necessary for any pass book, deposit 
receipt, policy or any other document to be produced for the purpose of any 
entry, endorsement or the like being made before payment is made notwith- 
standing any rule, practice or requirement to the contrary. 

(v) Any claim, respecting any property in relation to which a notice 
under this sub-section has been issued arising after the date of the notice shall 
be void against any demand contained in the notice. 

(vi) Where a person to whom a notice under this sub-section is sent 
objects to it by a statement on oath that the sum demanded or any part thereof 
is not due to the assessee or that he does not hold any money for or on account 
of the assessee, then, nothing contained in this sub-section shall be deemed .to 
require such person to pay any such sum or part thereof as the case may be. 
but if it is discovered that statement was false in any material particular, 
such person shall be personally liable to the Income-tax Officer to the extent of 
his own liability to the assessee on the date of the n&tice. or to the extent of 
the assessee's liability for any sum due under this Act, whichever is less. 

(vii) The Income-tax Officer may, at any time or from time to time, 
amend or revoke any notice issued under this sub-section or extend the time 
for making any payment in pursuance of such notice. 

(viii) The Incomertax Officer shall grant a receipt for any amount 
paid in compliance with a notice under this sub-section, and the person so 
paying shall be fully discharged from his liability to the assessee to the extent 
of the amount so paid. 

(ix) Any person discharging any liability to the assessee after receipt 
of a notice under this sub-section shall be personally liable to the Income-tax 
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Officer to the extent of his own liability to the assessee so discharged or to the 
extent of the assessee 's liability for any sum due under this Act, whichever is 
less. 

(x) If the person to whom a notice under this sub-section is sent 
fails to make payment in pursuance thereof to the Income-tax Officer, he shall 
be deemed to be an assessee in default in respect of the amount specified in the 
notice and further proceedings may be taken against him for realisation of the 
amount as if it were an arrear of tax due from him, in the manner provided in 
Sections 222 to 225 and the notice shall have the same effect as an attachment 
of a debt by the Tax Recovery Officer in exercise of his powers under 
Section 222. 

(4) The Income-tax Officer may apply to the court in whose custody 
there is money belonging to the assessee for payment to him of the entire 
amount of such money, or, if it is more than the tax due, an amount sufficient 
to discharge the lax. 

(5) The Income-tax Officer may, if so authorised by the Commissioner by 
general or special order, recover any arrears ot tax due from an assessee by 
distraint and sale of his movable property m the manner laid down in the 'I bird 
Schedule. 

227. Recovery through State Cos eminent. — if the recovery of tax m any. 
area has been entrusted to a Slate Government under clause (1) of article 
25b ol the Constitution, the State Government may direct, with respect to that 
area or any part thereof, that lax shall be recovered therein with, and as an 
addition to, any municipal tax or local rate, by the same person and in the 
same manner as the municipal tax or local rate is recovered. 

228. Recovery of Indian tax in Pakistan and Pakistan tax in India — 

(1) The Income-tax Officer may lorward a certificate under Section 222 to 
a Collector in Pakistan through the Central Board of Revenue of Pakistan, 
if the assessee has property in the district ol that Collector, and for the purpose 
of that section, the expression “ l ax Recovery Officer” shall include a Collector 
in Pakistan. 

(2) Where a Collector in India receives through the Board a certificate 
tirtdcr the signature of an Income-tax Officer in Pakistan, the Collector shall 
proceed to recover the amount specified theiein in the manner in which he 
would proceed to recover the amount specified in a certificate received from an 
income-tax Officer in India, and shall remit any sum so recovered by him to the 
Income-tax Officer in Pakistan, after deducting his expenses in connection with 
the recovery proceedings. 

(3) The provisions of this section shall remain in force only so long as 
there are in force similar provisions in the law of Pakistan for the recovery of 
tax by a Collector in Pakistan on receipt of a certificate from an Income-tax 
Officer in India. 

229. Recovery of penalties, fine, interest and other sums. — Any sum 
imposed by way of interest, fine, penalty or any other sum payable under the 
provisions of this Act. shall be recoverable in the manner provided in this 
Chapter for the recovery of tax. 
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230 Tax clearance certificates.— (1) Subject to such exception as tuu 
CentraMjovemmeiu may. by notification in the Official < Oazejle. ; 
befialt. no person who is not domiciled in India, oi w o . , 

India at the time oi his departure, has in the opinion ot an li c - x 

authority, no intention ot returning to India shall leave the tciri ory o u la 

bv land, sea or air unless he first obtains Horn such authority as may be 
appointed by the Central Government in this behalf ( hereinafter m this section 
referred to as the “competent authority”) a certificate stating that he has no 
liabilities under this Act, the Excess Profits lax Act, 1940 (.15 of 1940), the 
Business Profits lax Act, 1947 (21 of 1947), the Indian Income-tax Act, 1922 
(11 of 1922), the Wealth-tax Act, 1957 (27 of 1957), the Expenditure-tax Act, 
1957 (29 of 1957), or the Gift-tax Act, 1958 (18 of 1958). or that satisfactory 
arrangements have been made for the payment of all or any such taxes which 
are or may become payable by that person : 


Provided that in the case of a person not domiciled in India the competent 
authority may, if it is satisfied that such person intends to return to India, 
issue an exemption certificate either in respect ot a single journey or in respect 
oi all journeys to be undertaken by that person within such period as may 
be specified in the certificate. 


(2) If the owner or charterer of any ship or aircralt carrying poisons 
from any place of the territory oi India to any place outside India allows any 
person to whom sub-section (1) applies to tiavcl by such ship or aircraft without 
first, satisfying himself that such person is in possession of a certificate as 
required by that sub-section, he shall be personally liable to pay the whole or 
any part of the amount of tax, if any, payable by such person as the Income- 
tax Officer, may, having regard to the circumstances of the case, determine. 

(3) In respect of any sum payable by the owner or charterer of any ship 
or aircraft under sub-section (2), the owner or charterer, as the case may be, 
shall be deemed to be an* assessee in default for such sum, and such sum shall 
be recoverable from him in the manner provided in this Chapter as if it were 
an arrear of tax. 

(4) The Board may make rules for regulating any matter necessary for, 
or incidental to the purpose of carrying out the provisions of this section. 

Explanation. — For the purposes of this section, the expression “owncf 
and 'charterer” include any representative, agent or employee empowered by 
the owner or charterer to allow persons to travel by the ship or aircraft. 

230A. Restrictions on registration of transfers of immovable property in 
certain cases. — (1) Notwithstanding anything contained in any other law for 
the time being in force, where any document required to be registered under 
the provisions of clause (a) to clause (e) of sub-section (1) of Section 17 of the 
Indian Registration Act, 1908 (16 of 1908), purports to transfer, assign, l imi t 
or extinguish the right, title or interest of any person to or in any property 
( other than agriculture larid ) valued at more than fifty thousand rupees, no 
registering officer appointed under that Act shall register any such document, 
unless the Income-tax Officer certifies that— 

(a) such person has either paid or made satisfactory provision for pay- 
ment of all existing liabilities under this Act, the Excess Profits Tax Act 1940 
(15 or 1940). the Business Profits Tax Act, 1947 (21 of 1947). the Indian 
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Income-tax Act. 1922 (11 of 1922). the Wealth-tax Act. 1957 (27 of 1957). the 
Expenditure-tax Act. 1957 (29 of 1957) and the Gift-tax Act, 1958 (18 or 1958). or 

(b) the registration of the document will not prejudicially affect the 
recovery of any existing liability under any of the aforesaid Acts. 

(2) The application for the certificate required under sub-section (1) shall 
be made by the person referred to in that sub-section and shall be in such form 
and shall contain such particulars as may be prescribed. 

231 . Period for commencing recovery proceedings. — Save in accord- 
ance with the provisions of Section 173 or sub-section (7) of Section 220. 
no proceedings for the recovery of any sum payable under this Act shall be 
commenced after the expiration of one year from the last day of the financial 
year in which the demand is made, or, in the case of a person who is deemed 
to be an assessee in default under any provision of this Act, after the expiration 
of one year from the last day of the financial year in which the assessee is 
deemed to be in default. 

Explanation 1. — The period of one year referred to above ^hall be 
reckoned - 

where :»n assessee ha«* been treated os not bcinu in default under 
subjection (6) of Section 220. tk lone a* his appeal is undisposed 
of. from the last dav of the financial year in which the appeal is 
disposed of; 

(ii) where recoven’ proceedings in any ' :^e have been stayed by anv 
order of n court, from the last day of the financial \ear in which 
the order is withdrawn ; 

(iiii where the date of pavment of tax has been extended bv an Income- 
tax authority to another date, from the last dav of the financial 
year in which such other date falls ; 

(iv) where the sum payable is allowed to be naid bv instalments, from 
the last dav of the financial year in which the last of such instal- 
ments is due. 

Explanation 2. — A proceeding for the recovery of any sum shall be 
deemed to have commenced within the meaning of this section, if some action 
is taken to recover the whole or any part of the sum within the period here- 
inbefore referred to. 

232 . Recovery by suit or under other law not affected. — The several modes 
of recovery specified in this Chapter shall not affect in any way — 

(a) any other law for the time being in force relating to the recovery 
of the arrears due from the assessee ; 

(b) the right of the Government to institute a suit for the recovery of 
the arrears due from the assessee ; 

and it shall be lawful for the Income-tax Officer or the Government, as 
the chse may be, to have recourse to any such law or suit, notwithstanding 
that the tax due is being recovered from the assessee by any ’mode specified in 
this Chapter. 
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E. Xax payable under provisional assessment 

233. Recovery of tax payable under provisional assessment. For the 

removal of doubts, it is hereby declared that the provisions of Section 220, 
except sub-section (6) thereof, and Sections 221 to 229 apply in relation to any 
tax payable in pursuance of provisional assessment made under Section 141 as 
if it were a regular assessment made under Section 143 or Section 144. 

234. Tax paid by deduction or advance payment. — Tax paid or deemed 
(o have been paid under the provisions of Chapter XVII-B or Chapter XVII-C 
in respect of any income provisionally assessed under Section 141 shall be 
deemed to have been paid towards ‘the provisional assessment. 


CHAPTER XVIII 

RELIEF RESPECTING TAX ON DIVIDENDS IN CERTAIN CASES 

235. Relief to shareholders in respect of agricultural income-tax attribut- 
able to dividends. — Where a company pays to a shareholder any dividend out 
of its profits and gains which is assessed to agricultural income-tax bv any 
State Government, the shareholder shall be entitled to a reduction from the tax 
payable by him under this Act, of a sum equal to - 

(a) that proportion of the agricultural income-tax ( including super-tax. 

if any) paid by the company as the amount of the dividend attributable to the 

profits of the company assessed to agricultural income-tax. reduced by the 

amount of refund, if any, allowed to him by the State Government ; or 

(b) where the shareholder — 

(i) is not a company, the amount of income-tax payable bv him 

under this Act but not exceeding income-tax calculated at the rale 

of twenty-seven and a half per cent, and 

(ii) is a company, twenty-seven and a half per cent. 

on that portion of the dividend which is attributable to the profits of the 
company assessed to agricultural income-tax. 

• 

236. Relief to company in respect of dividend paid out of past taxed 
profits. — (1) Where in respect of any previous year relevant to the assessment 
year commencing after the 31st day of March, 1960, an Indian company or a 
company which has made the prescribed arrangement for the declaration and 
payment of dividends within India, pays any dividend wholly or partly out of 
profits and gains actually charged to income-tax for any assessment year ending 
before the 1st day of April, 1960, and deducts tax therefrom in accordance with 
the provisions of Chapter XVII-B, credit shall be given to the company against 
the income-tax. if any, payable by it on the profits and gains of the previous 
vear during which the dividend is paid, of a sum calculated in accordance with 
the provisions of sub-section (2) and, where the amount of credit so calculated 
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exceeds the income-tax payable by the company as aforesaid, the excess shall 
be refunded. 

(2) The amount of income-tax to be given as credit under sub-section (1) 
shall be a sum equal to ten per cent of so much of the dividends referred to 
in sub-section (1) as are paid out of the profits and gains actually charged to 
income-tax for any assessment year ending before the 1st day of April, 1960. 

Explanation 1. — For the purposes of this section, the aggregate of the 
dividends declared by a company in respect of any previous year shall be 
deemed first to have come out of the distributable income of that previous year 
and the balance, if any, out of undistributed part of the distributable income of 
one or more previous year immediately preceding that previous year as would 
be just sufficient to cover the amount of such balance and has not likewise been 
taken into account for covering such balance of any other previous year. 

Explanation 2. — The expression “distributable income or any previous 
year” shall mean the total income ( as computed before making any deduction 
under Chapter VTA ) assessed for that year as reduced by -- 

(i) the armuint of tax payable by the company in respect to its total 
income : 

(ii) the amount of any other tax levied under anv law for the time 
being in force on the company by the Government or Hy a local 
authority in excess of the amount, if anv. which has been allowed 
in computing the total income ; 

(in) any sum with reference to which a deduction is allowable to the 
company under the provisions of Section 80G : and 

(iv) in the case o r a banking company, the amount actually transferred 
to a reserve fund under Section 17 of the Bankine Companies 
Act. 1949 ( 10 of 1949 ). 

and as increased by — 

(a) any profits and gains or receipts of the company not included in its 
total income ( as computed before making any deduction under 
Chapter VIA ) ; and 

(b) any amount attributable lo anv allowance made in computing the 
profits and gains of the company for purposes of assessment, which 
the company has not taken into account in its profit and loss account. 

236A. Relief tj eertain charitable institutions or funds in respect of 
certain devidends. — (IT In the case of an institution or fund referred to in 
clause (iii) of sub-section (2) of Section 104. credit shall be given to an institu- 
tion or fund against the tax. if any. pavable by it. of a sum calculated in 
accordance with the provisions of sub-section ( 2 ). in respect of its income from 
dividends (other than dividends on preference shares) declared or distributed 
during the previous vear relevant to any assessment year beginning on or after 
the 1st dav of April. 1966, by such a company as is re f erred to in the said 
clause, and where the amount of credit so calculated exceeds the tax, if any. 
pavable by the said institution or fund, the excess shall be refunded. 

(2) The amount to be given as credit under sub-section (1) shall be a sum 
which bears to the amount of the tax payable by the company under the 

11—22 
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provisions of the annual Finance Act with reference to the relevant amount of 
distributions of dividends by it the same proportion as the amount of the 
dividends ( other than dividends on preference shares ) received by the institu- 
tion or fund from the company bears to the total amount of dividends ( other 
than dividends on preference shares) declared or distributed by the company 
during the previous year. 

Explanation. — In sub-section (2) of this section and in Section 280ZB, the 
expression “the relevant amount of distribution of dividends” has the meaning 
assigned to it in the Finance Act of the relevant year. 


CHAPTER XIX 

REFUNDS 

237. Refunds. — If any person satisfies the Income-tax Officer that the 
amount of tax paid by him or on his behalf or treated as paid by him or on his 
behalf for any assessment year exceeds the amount with which he is properly 
chargeable under this Act for that year, he shall be entitled to a rebind of the 
excess. 

238. Person entitled to claim refund in certain special cases.— (1) Where 

the income of any person is included under any provision of this Act in the 

t^tal income of nnv person, the latter alone shall be entitled to a refund under 
this Chapter in respect of such income. 

(2> Where through death, incapacity, insolvency, liquidation or other 
cause, a person in unable to claim or receive anv refund due to him. his local 
representative or the trustee or guardian or receiver, as the case may be. shall 
be entitled to claim or receive such refund for the benefit of such person or hi- 
estate. 

239. Form of claim for refund and limitation.— (I) Every claim for refund 

under this Chapter shall be made in the prescribed form and verified in the 

prescribed manner. 

f2) No such claim shall be allowed, unless it is made within the period 
f pecified hereunder, namely — 

fa) where the claim is in respect of income .which is assessable for 
any assessment year commencing on or before the 1st day of April. 
1967. four years from the last day of such assessment year : 

fb) where the claim is in respect of income which is assessable for 
the assessment year commencing on the 1st day of April, 1968, three 
years from the last day of the assessment year : 

fc) where the claim* is in respect of income which is assessable for 
any other assessment year, two years from the last day of such 
assessment year. 

240. Refund on appeal, etc.— Where • as a result of any order passed in 
appeal or other proceeding under this Act, refund of any amount becomes due 
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to the assessee, the income-tax Olhcer shall, except as otherwise provitleo in 
tins Act, lelund the amount to t-Uc asscsse witnout ms having to make any 
claim in that bctiull. 

241. foMr to withhold refund in ccilam cases. — Vvlicie an order giving 
use to a reluud is the subject-matter ol an appeal or luriucr pioccedmg oi 
wheie any otnei piocceding undei this Act is pending and the Income-tax 
Olhcer is Oi the opinion that the giant ol the relund is likely to adveisely allcct 
the revenue, the Income-tax OUtcej may, with the pievious appioval ol the 
Commissioner, withhold the relund till such time as the Commissioner nmj 
determine. 


242. Correctness oi assessment not to be questioned. — In a claim under 
this Chapter, it shall not be open to the assessee to question the concctness ol 
any assessment or other matter decided which has become linal and conclusive 
or ask ioi a review of the same, and the assessee shall not be entitled to an> 
iclief on such claim except relund of lax wrongly paid in excess. 

243. Inteiest on delayed refunds. — ( 1 , If the Income-tax Olhcer does not 
grant the refund — 

( a ) in any case where the total income o. the assessee does not consist 
solely of income from interest on securities or dividend, within 
thiee months from the date on which the total income is determinco 
under this Act, and 

(b) in any other case, within six months from the date on which the 
claim for refund is made under this Chapter, 

the Central Government shall pay the assessee simple interest at nine per cent 
per annum on the amount directed to be refunded from the date immediately 
following the expiry ot the period of three months or six months aforesaid, 
as the case may be, lo the date ot the order granting the refund. 

Explanation. — II the delay in granting the refund within the period of six 
months aforesaid is attributable to the assessee, wholly or in part, the period 
of the delay attributable to him be excluded from the period lor which interest 
is. payable. 

(2) Where any question arises as to the period to be excluded for the 
purpose of calculation of interest under the provisions of this section, such 
question shall be determined by the Commissioner whose decision shall be final. 

244. Interest on refund where no claim is needed. — Where refund is due 
to the assessee in pursuance of an order referred to in Section 240 and the 
Income-tax Officer does not grant the refund within a period of six months 
from the date of such order, the Central Government shall pay to the assessee 
simple interest at nine per cent per annum on the amount of refund due from 
the date immediately following the expiry of the period of six months aforesaid 
to the date on which the refund is granted. 

(2) Where a refund is withheld under the provisions of Section 241, the 
Central Government shall pay interest at the aforesaid rate on the amount of 
refund ultimately determined to be due as a result of the appeal or further 
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proceeding for the period commencing after the expiry of six months from the 
date of the order referred in Section 241 to the date the refund is granted. 

245. Set off of refunds against tax remaining payable. — Where under 
any of the provision of this Act, a refund is found to be due to any person, the 
Income-tax Officer, Appellate Assistant Commissioner or Commissioner, as the 
case may be, may in lieu of payment of the refund, set off the amount to be 
refunded or any part of that amount, against the sum, if any, remaining payable 
under this Act by the person to whom the refund is due after giving an intima- 
tion in writing to such person of the action proposed to be taken under this 
section. 


CHAPTER XX 
APPEALS AND REVISION 

A. — Appeals to the Appellate Assistant Commissioner 

246. Appealable orders. — Any assessee aggrieved by any of the following 
orders of an Income-tax Officer may appeal to the Appellate Assistant Commi- 
ssioner against such order- 

fa) an order against the assessee, being a company, under Section 104 ; 

(b) an order imposing a fine under sub-section (2) of Section 131 ; 

(c) an order against the assessee, where the assessee denies his liability 
to be assessed under this Act or any order of assessment under 
sub-section (3) .of Section 143 or Section 144, where the assessee 
objects to the amount of income assessed or to the amount of tax 
determined, or to the amount of loss computed, or to the status 
under which he is assessed ; 

(d) an order under Section 146 refusing to reopen an assessment made 
under Section 144; 

(e) an order of assessment, re-assessment or re-computation under 
Section 147 or Section 150; 

(f) an order under Section 154 or Section 155 having the effect of enhan- 
cing the assessment or reducing a refund .or an order refusing to 
allow the claim made by the assessee under either of the said 
sections ; 

(g) an order made under Section 163 treating the assessee as the agent 
of a non-resident ; 

(h) an order under sub-section (2) or sub-section (3) of Section 170 ; 

(i) an order under Section 171 ; 

(j) an order refusing to register a firm under clause (b) of sub-section 
(1) or under sub-section (5) of .Section 185 ; 

(k) an order cancelling the registration of a firm under sub-section (I) 
or under sub-section (2, of Section 186 ; 
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(1) an order under Section 201 ; 

(m) an order under Section 216 ; 

(n) an order under Section 237 ; 

(o) an order imposing a penalty under — 

(i) Section 140A, or 

(ia) Section 221, or 

(ii) Section 270, or 

(iii) Section 271, or 

(iv) Section 272, or 

(v) Section 273 ; 

(vi) (Omitted). 

Explanation, — “Status” means the category under which the assessee is 
assessed as “individual", “Hindu undivided tarnily” and so on. 

247. Appeal by partner. — Where the partners oi a lirm are individually 
assessable on their shares in the total income of the firm, any such partner may 
appeal to the Appellate Assistant Commissioner against any order of an 
Income-tax Officer determining the amount of the total income or the loss of 
the lirm or the apportionment thereof between the several partners, but he can- 
not agitate such matters in any appeal preferred against an order of assessment 
determining his own total income or loss. 

248. Appeal by person denying liability to deduct tax. — Any person 
having in accordance with the provisions of Sections 195 and 200 deducted and 
paid tax in respect of any sum chargeable under this Act, other than interest, 
who denies his liability to make such deduction, may appeal to the Appellate 
Assistant Commissioner to be declared not liable to make deduction. 

' 249 . Form of appeal and limitation. — (I) Every appeal under this 
Chapter shall be in the prescribed form and shall be verified in the prescribed 
manner. 

(2) The appeal shall be presented within thirty days of the following 
date, that is to say, — 

(a) where the appeal relates to any tax deducted under sub-section (1) 
of Section 195, the date of payment of the tax, or 

(b) where the appeal relates to an assessment or penalty, the date or 
service of the notice of demand relating to the assessment or 
penalty, or 

(c) in any other case, the date on which intimation of the order sought 
to be appealed against is served. 

(3) The Appellate Assistant Commissioner may admit an appeal after the 
expiration of the said period if he is satisfied that the appellant had sufficient 
cause for not presenting it within that period. 

250. Procedure In appeal. — (1) The Appellate Assistant Commissioner 
shall fix a day and place for the hearing of the appeal, and shall give notice of 
the same to the appellant and to the Income-tax Officer against whose order the 
appeal is preferred. 
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(2) The following shall have the right to be heard at the hearing of the 
appeal— 

(a) the appellant, either in person or by an authorised representative ; 

(b) the Income-tax Officer, either in person by a representative. 

(3) The Appellate Assistant Commissioner shall have the power to 
adjourn the hearing of the appeal from time to time. 

(4) The Appellate Assistant Commissioner may. before disposing of any 
appeal make such further inquiry as the thinks fit, or may direct the Income- 
tax Officer to make further inquiry and report the result of the same to the 
Appellate Assistant Commissioner. 

(5) The Appellate Assistant Commissioner may, at the hearing of an 
appeal, allow the appellant to go into any ground of appeal not specified in the 
grounds of appeal, if the Appellate Assistant Commissioner is satisfied that the 
omission of that ground from the form of appeal was not wilful or 
unreasonable. 

(6) The order of the Appellate Assistant Commissioner disposing of the 
appeal shall be in writing and shall stale the points for determination, the 
decision thereon and the reason for the decision. 

(7) On the disposal of the appeal, the Appellate Assistant Commissioner 
6hall communicate the order passed by him to the assessee and to the Commi- 
ssioner. 

251. Powers of the Appellate Assistant Commissioner. — (1) In disposing 
of an appeal, the Appellate Assistant Commissioner shall have the following 
powers — 

(a) in an appeal against an order of assessment, he may confirm, reduce 
enhance or annul the assessment ; or he may set aside the assessment and refer 
the case back to the Income-tax Officer for making a fresh assessment in accor- 
dance with the directions given by the Appellate Assistant Commissioner and 
after making such further inquiry as may be necessary, and the Income-tax 
Officer shall thereupon proceed to make such fresh assessment and determine, 
where necessary, the amount of tax payable on the basis of such fresh 
assessment ; 

(b) in an appeal against an order imposing a. penalty he may confirm 
or cancel such order or vary it so as either to enhance* or reduce the penalty ; 

(c) in any other case, he may pass such orders in the appeal as he 

thinks fit. 

(2) The Appellate Assistant Commissioner shall not enhance an assess- 
ment or penalty or reduce the amount of refund unless the appellant has had a 
reasonable opportunity of showing cause against such enhancement or reduction. 

Exp l anati on. — In disposing of an appeal, the Appellate Assistant Commis- 
sioner may consider and decide any matter arising out of the proceedings in 
which the order appealed against was passed, notwithstanding that such matter 
was not raised before the Appellate Assistant Commissioner by the appellant. 
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B. — Appeals to the Appellate Tribunal 

252. Appellate Tribunal. — (1) the Central Government shall constitute 
an Appellate Tribunal consisting of as many judicial and accountant members 
as it thinks fit to exercise the powers and discharge the functions conferred on 
the Appellate Tribunal by this Act. 

(2) A judicial member shall be a person who has for at least ten years 
held a civil judicial post or who has been a member of the Central Legal Service 
(not below Grade 111) for at least three years or who has been in practice as 
an advocate for at least ten years , and an accountant member shall be a person 
who has for at least ten years been in the practice o f accountancy as a chartered 
accountant under the Chartered Accountants Act, 1949 (38 of 1949), or as a 
rceistcred accountant under any law formeilv in force or partly as a registered 
accountant and partly as a chartered accountant or who has served as an Assis- 
tant Commissioner of Income tax for at leaU three scars 

(3) The Central Government shall ordinarily appoint a iiidicid member 
of the Appellate Tributn! to be the Pres dent thcicof 

253. Appeals to the AppcMate Tribunal. — (1) An' a ->r <ce <iwc\ed 
1 v of the fc llowmp orders may apperl to the Appellate Tribunal imamst 
such order — 

(a) an outer passed bv an Appellate Assistant Commissioner under sub- 
jection P) of Section 13] Section 1M Section ' >r >0 nr Section 271 or 

(b' an onlei rmsed b\ an Tnsreitm* A ist nt Coma ■ ion< r under 
Section 154 sib action P of Se tun pi 

(c) an older pis,cd by a Comnvsaonei under c eclion 263 or under 
Section '*85 A or in order pisud b' bint under Section 1 M amend 
me his order uni t Seciion "W 

(2) The Commissioner mjv. if he obiects to anv outer passed by an 
Appellate Assistant Commissionci under Scition 154 or Section 250. direct the 
Income-tax Officer to appeil to the Appellate TnhumI "vainst the order 

(3) Fvcry appeal under siih-scction (I) or sub sect ion (2) shall be filed 
'Mthin sixtv days of the da*c on which the order sought to be appealed against 
i communicated to the isscssec or to the Commissioner as the case mav be 

(4) The Income-tax Officer or the asscssee as the case may be on receipt 
of notice that an appeal against the order of the Appellate Assistant Commis- 
sioner has been preferred ’under sub-section (1) or sub-section (2) bv the other 
party, may, notwithstanding that he mav not have appealed against such order 
or any part thereof, within thirty days of the receipt of the notice, file a memo- 
randum of cross-objections verified in the prescribed manner, against any part 
of the order of the Appellale Assistant Commissioner, and such memorandum 
shall be disposed of by the Appellate Tribunal as if it were an appeal presented 
within the time specified in sub-section (3). 

(5) The Appellate Tribunal may admit an appeal or permit the filing of a 
memorandum of cross-objections after the expiry of the relevant period referred 
to in sub-section (3) or sub-section (4) if it is satisfied that there was sufficient 
cause for not presenting it within that period. 



176 


INCOME-TAX LAW AND PRACTICE IN INDIA 


[Sections 


(6) An appeal to the Appellate Tribunal shall be in the prescribed form 
and shall be verified in the prescribed manner and shall, except in the case of 
an appeal referred to in sub-section (2) or a memorandum of cross-objection 
referred to in sub-section (4), be accompanied by a fee of rupees one hundred. 

T— — — ’ 

254. Orders of Appellate Tribunal. — (1) The Appellate Tribunal may. 
after giving both the parties to the appeal an opportunity of being heard, pass 
such orders thereon as it thinks fit. 

(1A) (a) Where the appellant objects to the fair market value of a capital 
asset adopted under Section 52, the Appellate Tribunal may. and if the appel- 
lant so requires, shall refer the question of the disputed value to the arbitration 
of two valuers, one of whom shall be nominated by the appellant and the other 
by the respondent and the Appellate Tribunal shall, so far as that question is 
concerned pass its orders under sub-section (1) conformably to the decision of 
the valuers : 

Provided that where the appellant or the respondent does not nominate 
anv valuer within the time specified bv the Appellate Tribunal or within such 
further time as the Appellate Tribunal may allow, the Appellate Tribunal mav 
nominate a valuer on his behalf : 

Provided further that if there is a difference of opinion between the tun 
valuers the matter shall be referred to a third valuer nominated bv agreement, 
or failing agreement, by the Appellate Tribunal and the decision of that valuer 
on the question of valuation shall be final. 

(b) The valuers to whom a reference under this sub-section has been 
made by the Appellate Tribunal shall communicate their decision to t!" 
Appellate Tribunal within six months of the date of such reference or within 
such further time as that Tribunal may allow : 

Provided that if t[ie decision of the valuers is not communicated within 
the period aforesaid, the Appellate Tribunal mav order that the reference mut- 
under this sub-section shall be deemed to be withdrawn and proceed to disnose 
of the case on the evidence before it, including the report of (he valuers if am’ 
such report has been submitted. 

(c> The extent to which the costs of arbitration proceedings (includin' 1 
a case where a reference is deemed to be withdrawn! shall be borne bv the 
appeallant or the respondent shall be at the discretion of the Appellate Tribunal 

(d) The valuers may, in disposing of any matter referred to them for 
arbitration under this sub-section, hold or cause to be held such enquiry as thev 
think fit and after giving the appellant and the respondent an opportunity of 
being heard, make such decision as thev think fit and shall communicate such 
decision in writing to the Appellate Tribunal. 

(e) The valuers appointed under this sub-section, while acting as such, 
shall have all the powers of a Civil Court while trying a suit under the Code of 
Civil Procedure, 1908 (5‘of 1908), in respect of the following matters, namely— 

(i) summoning and enforcing the attendance of any person and 
examining him on oath; 

(ii) requiring the discovery and production of documents ; 

(iii) receiving evidence on affidavit ; and 

(iv) issuing commission for examination of witnesses or documents. 
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(f) Nothing in the Arbitration Act. 1940 ( 10 of 1940 ) shall apply to 
arbitrations under this sub-section. 

Explanation. In this sub-section “valuer” means a valuer appointed under 
Section 4 of the Estate Duty Act. 1953 (34 of 1953 ). 

(2) The Appellate Tribunal may, at any time within four years from the 
date of the order, with a view to rectifying any mistake apparent from the 
record, amend any order passed by it under sub-section (1). and shall make 
such amendment if the mistake is brought to its notice by the assessee or the 
Income-tax Officer : 

Provided that an amendment which has the effect of enhancing an assess- 
ment or reducing a refund or otherwise increasing the liability of the assessee, 
shall not be made under this sub-section unless the Appellate Tribunal has 
given notice to the assessee of its intention to do so and has allowed the 
assessee a reasonable opportunity of being heard. 

(3) The Appellate Tribunal shall send a copy of any orders passed under 
this section to the assessee and to the Commissioner. 

(4) Save as provided in Section 256, orders passed bv the Appellate 
”r'...i«l on appeal shall be final. 

255. Procedure of Appellate Tribunal. — (1) The powers and functions of 
the Appellate Tribunal mav be exercised and discharged bv Benches constitu- 
ted by tl. ■* President of the Appellate Tribunal from among the members 
thereof. 

(2) Subject to the provisions contained in sub-section (3), a Bench shall 
consist of one judicial member and one accountant member 

(3) The President or anv other member of the Appellate Tribunal autho- 
rised in this behalf by the central Government mav, sitting singly, dispose of 
anv case which has been allotted to the Bench of which he is a member and 
which pertains to an assessee whose total income as computed bv the Income-tax 
Officer in the case does not exceed twentv-fivc thousand rupees, and the 
President may, for the disposal of anv particular case, constitute a special Bench 
consisting of three or more members, one of whom shall necessarily be a judicial 
member and one an accountant member. 

(4) If the members of a Bench differ in opinion on any point, the pdfht 
shall be decided according to the opinion of the majority, if there is a majority, 
but if the members are equally divided they shall state the point or points on 
which they differ, and the case shall be referred bv the President of the Appel- 
late Tribunal for hearing on such point or points by one or more of the other 
members of the Appellate Tribunal, and such noint or points shall be decided 
according to the opinion of the majority of the members of the Appellate 
Tribunal who have heard the case, including those who first heard it. 

(5) Subject to the provisions of this Act, the Appellate Tribunal shall have 
power to regulate its own procedure and the procedure of Benches thereof in all 
matters arising out of the exercise of its powers or of the discharge of the 
functions including the place at which the Benches shall hold their sittings. 

11-23 
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( 6 ) The Appellate Tribunal shall, for the purpose of discharging its func- 
tions, have all the powers which are vested in the Income-tax authonttes referred 
to in Section 131, and any proceeding before the 'Appellate Tribunal shall be 
deemed to be a judicial proceeding within the meaning of Sections 193 and 228 
and for the purpose of Section 196 of the Indian Penal Code (Jf5 of 1860 ), and 
the Appellate Tribunal shall be deemed to be a civil court f<5r all the purposes 
of Section 195 and Chapter XXXV of the Code of Criminal Procedure, 1898 
15 of 1898). 


C. — Reference to High Court 

256. Statement of case to the High Court. — (1) The assesscc or the 
Commissioner may, within sixty days of the date upon which lie is served with 
notice of an order under Section 254, by application in the prescribed form, 
accompanied where the application is made bv the asve.sec by a fee of rupees 
one hundred, require the Appellate Tribunal to refer to the Hi eh Court any 
question of law arising out of such order and, sub-cct to the other provisions 
contained in this section, the Appellate Tribunal shall, within one hundred and 
twenty days of the receipt of such application draw up a statement of the case 
and refer it to the High Court : 

Provided that the Appellate Tribunal mav. if it is -.tli-i'-d that the app'i-Mnt 
was prevented by sufficient cause from presenting the application within the 
period hereinbefore specified, allow it to be presented wi'hin a further period 
not exceeding thirty days. 

(2) If on an application made under sub-section (I), the Appellate Tribunal 
refuses to state the case on the ground that no question of law arises, the 
issessee or the Commissioner, as the case may be, within six month-, from the 
date on which he is served with notice of such refusal, apph' to the Hit»h Court, 
and the High Court may. if »t is not satisfied with the correctness of decision of 
the Appellate Tribunal, require the Appellate Tribunal to stale the cm sc and 
to refer it, and on receipt o f any such requisition, the Appellate Tribunal shall 
state the case and refer it accordingly. 

(3) Where in the exercise of its powers under sub-scction (?!, the Appellate 
Tribunal refuses to state a case which it has been required by the assc^ec to 
state, the assessee may within thirty days from the date on which he recciu v . 
notice of such refusal, withdraw his application, and if he docs so, the fee pai.1 
shall be refunded. 

257 . Statement of case to Supreme Court in certain cases. — If on an appli- 
cation made under Section 256 the Appellate Tribunal is of the opinion that, 
on account of a conflict in the decisions of High Courts in respect of any parti- 
cular question of law, it is expedient that a reference should be made direct to 
the Supreme Court, the Appellate Tribunal may draw up a statement of the case 
and refer it through its President direct to the Supreme Court. 

258. Power of the High Coart or Supreme Court to require statement to be 
amended. — If the High Court or the Supreme Court is not satisfied that the state- 
ments in a case referred to it are sufficient to enable it to determine the questions 
raised thereby, the Court may refer the case back to the Appellate Tribunal for 
the purpose of making such additions thereto or alterations therein as it may 
direct in that behalf; 
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259. Case btloic High Court to be Heard by not le&> than two judges. — 

(1) When any case has been rcteried io me niga couil ujiUci lection /JO, it 
shall be hcaid by a iienut oi not les. luan iwu juuges ol the High Court, and 
shall be aeciUdi^h accoulance wila the opinion ol suui judges or ol the majo- 
my. it any, ot slAt judges. 

(.2) Where theie is no such majoiitj, Uk juuges shall state me point oi 
law upon winch they diller, and the ca^e shall then be heard upon that point 
only by one oi moie ol the other judges oi the ihgn Court, and sutn point shall 
be decided according to the opinion oi me niajonty ol me judges who have heard 
ihe case including those who lirst heaid n. 

260. Decision oi High Court or Supreme Court on the case stated. — 

(1) The High Court oi the Supreme Court, upon hearing any such case shah 
decide die questions ol law raised theiein, and shall deliver its judgment theieon 
containing the grounds on which such decision is lounded and a copy ol the 
judgment shall be sent under the seal o. me court and the signature of the 
Registrar to the Appellate tribunal which shall pass such orders as are necessary 
to dispose of the case conlormably to such judgment. 

(2) I he costs ol any reterencc to the High Court or the Supreme Court 
w nuh shall not incluue the lee lor making the ieteience shall be m the discre- 
tion ol ihe Court. 


D. — Appeals to the Supreme Court 

261. Appeals to Supreme Court. — An appeal shall lie to the Supreme- 
Court from any judgment of the High Court delivered on a reference made 
under Section 255 in any case which the High Court certifies to be a fit one for 
appeal to the Supreme Court. 

262. Hearing before Supreme Court. — (I) The provision of the Code of 
Civil Procedure, 1908 ( 5 of 1908 ), relating to appeals to the Supreme Court 
shall, so far as may be. apply in the case ot appeals under Section 261 as they 
apply in the case of appeals from decrees of the High Court : 

Provided that nothing in this section shall be deemed to affect the provi- 
sions of sub-section (1) oi Section 260 or Section 265. 

(2) The costs of the appeal shall be in the discretion of the Supreme 
Court. 

(3) where the judgment of the High Court is varied or reversed in the 
appeal, effect shall be given to the oidei ol ihe Supreme Court m the mannei 
provided in Section 260 in the case of a judgment of the High Court. 

E. — Revision by (he Commissioner 

263. Revision of orders prejudicial (o revenue. — (1) The Commissioner 
may call for and examine the record of any proceeding under this Act, and if 
he considers Chat any order passed therein by the Income-tax Officer is erro- 
neous in so far as it is prejudicial to the interest of the revenue, he may, after 
giving the assessee an opportunity of being heard and after making or causing 
to be made such inquiry as he deems necessary, pass such order thereon as the 
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circumstances of the case justify, including an order enhancing or modifying 
the assessment, or cancelling the assessment and .directing a fresh assessment. 

(2) No order shall be made under sub-section (1) — 

(a) to revise an order of the reassessment made unddF Section 147, or 

(b) after the expiry of two years from the date of the order sought 
to be revised. 

(3) Notwithstanding anything contained in sub-section (2), an order 
in revision under this section may be passed any lime in the case of an order 
which has been passed ih consequence of or to give effect to any finding or 
direction contained in an order of the Appellate Tribunal, the High Court or 
the Supreme Court. 

Explanation. — In computing the period of limitation for the purposes of 
sub-section (2), the time taken in giving an opportunity to the assessee to be 

re-heard under the proviso to Section 129 and any period during which any 

proceeding under this section is stayed by an order or injunction of any court 
shall be excluded. 

264. Revision of other orders. — (1) In the case of any order other than 

an order to which Section 263 applies passed by an authority subordinate 

to him, the Commissioner may, either of his own motion or on an application- 
by the assessee for revision, call for the record of any proceeding under this 
Act in which any such order has been passed and may make such inquiry or 
cause such inquiry to be made and, subject to the provisions of this Act. may 
pass such order thereon, not being an order prejudicial to the assessee, as he 
thinks fit. 

(2) The Commissioner shall not of his own motion revise any order 
under this section if the order has been made more than one year previously. 

(3) In the case of an application for revision under this section by the 
assessee, the application must be made wit hin one year from the date on which 
the order in question was communicated to him or the 'date on which he other- 
wise came to know of it, whichever is earlier ; 

Provided that the Commissioner may, if he is satisfied that the assessee 
was prevented by sufficient cause from making the application within that 
period, admit an application made after the expiry of that period. 

(4) The Commissioner shall not revise any order under this section in 
the following cases — 

(a) where appeal against the order lies to the Appellate Assistant 
Commissioner or to the Appellate Tribunal but has not been made and the 
time within which such appeal may be made has not expired, or in the case 
of an appeal to the Appellate Tribunal, the assessee has not waived his right 
of appeal ; or 

(b) where the order is pending on an appeal before the Appellate 
Assistant Commissioner; or 

(c) where the order has been made the subject of an appeal to the 
Appellate Tribunal. 
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(5) Every application by an assessce lor revision under this section shall 
be accompanied by a fee of twenty-live rupees. 

Explanation I. — An order by the Commissioner declining to interfere 
shall, lor the purposes of this section, be deemed not to be an order prejudicial 
to the asscssee. 

Explanation 1 . — l or the purposes of this section, the Appellate Assistant 
Commissioner shall be deemed to be an authority subordinate to the Commis- 
sioner. 


F. — General 

265. Tax to be paid notwithstanding reference, etc. — Notwithstanding 
that a reference has been made to the High Court or the Supreme Court, or an 
appeal has been preferred to the Supreme Court, tax shall be payable in 
accordance with the assessment made in the case. 

266. Execution for costs awarded by Supreme Court. — The High Court 
may, on petition made for the excecution of the order of the Supreme Court in 
respect of any costs awarded thereby, transmit the order for execution to any 
com i subordinate to the High Court. 

267. Amendment of assessment on appeal. — Where as the result of an 
appeal under Section 246 or Section 253, any change is made in the assessment 
of a firm or a body of individuals or an association of persons or a new assess- 
ment of a firm or a body of individuals or an association of persoas is ordered 
to be made, the Appellate Assistant Commissioner or the Appellate Tribunal, 
as the case may be, shall pass an order authorising the Income-tax Officer 
either to amend the assessment made on any partner of the firm or any member 
of the body or association or make a fresh assessment on any partner of the 
firm or on any member of the body or association. 

268. Exclusion of time taken for copy. — In computing the period of 
limitation prescribed for an appeal or an application under this Act, the day 
on. which the order complained of was served and, if the assessee was not 
furnished with a copy of the order when the notice of the order was served 
upon him, the time requisite for obtaining a copy of such order, shall be 
excluded. 

269. Definition of “High Court”. — In this Chapter, “High Court” 
means, — 

(i) in relation to any State, the High Court for that State ; 

(ii) in relation to the Union territory of Delhi, the High Court of 
Delhi ; 

(iia) in relation to the Union territory of Himachal Pradesh, the High 
Court of Punjab and Haryana up to and inclusive of the 30th 
April. 1967, and the High Court of Delhi thereafter. 

(iii) in relation to the Union territories of Manipur and Tripura, the 
High Court of Assam ; 

(iv) in relation to the Union territory of the Andaman and Nicobar 
islands, the High Court at Calcutta ; 
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(v) in relation to the Union territory of the Laccadive. Minicoy and 
Amindivi islands, the High Court of Kerala ; 

(va) in relation to the Union territory of Chandigarh, the High Court 
of Punjab and Haryana ; 

(vi) in relation to the Union territories of Dadra and Nagar Haveli 
and Goa, Daman and Diu, the High Court at Bombay ; and 

(vii) in relation to the Union territory of Pondicherry, the High Court 
at Madras. 


CHAPTER XXI 

PENALTIES 1MPOSABLE 

270. Failure to furnish information regarding securities, etc.— If any 

person without reasonable excuse fails to comply with a notice issued under 
sub-section (6) of Section 94, the Income-tax Officer may direct that such 
person shall pay by way of penalty a sum not exceeding live hundred rupees 
and by way of further penalty a like amount for every day after the infliction 
of such penalty during which the failure continues. 

271. Failure to furnish returns, comply with notice, concealment of 
income etc. — (1) If the Income-tax Officer or the Appellate Assistant Commis- 
sioner in the course of any proceedings under this Act. is satisfied that any 
person — 

(a) has without reasonable cause failed to furnish the return of total 
income which he was required to furnish under sub-section (1) of Section 139 
or by notice given under sub-section (2) of Section 139 or Section 148 or has 
without reasonable cause failed to furnish it within the time allowed and in the 
manner required by sub-section (1) of Section 139 or by such notice, as. the 
case may be, or 

(b) has without reasonable cause failed to comply with a notice under 
sub-section (1) of Section 142 or sub-section (2) of Section 143, or 

(c) has concealed the particulars of his income or furnished inaccurate 
particulars of such income, 

he may direct that such person shall pay by way of penalty, — 

(i) in the cases referred to in clause (a), in addition to the amount of 
the tax, if any, payable by him, a sum equal to two per cent of the tax for every 
month during which the default continued, but not exceeding in the aggregate 
fifty per cent of the tax ; 

(ii) in the cases referred to in clause (b), in addition to any tax payable 
by him, a sum which shall not be less than ten per cent, but which shall not 
exceed fifty per cent of the amount of the tax, if any, which would have been 
avoided if the income returned by such person had been accepted as the correct 
income ; 
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(iii) in the cases referred to in clause (c) in addition to any tax payable 
by him, a sum which shall not be less than but which shall not exceed twice, 
the amount of the income in rcfspcct of which the particulars have been conceal- 
ed or inaccurate particulars have been furnished. 

Explanation, Where the total income returned by any person is less than 
eighty per cent of the total income ( hereinafter in this Explanation referred to 
as the correct income) as assessed under Section 143 or Section 144 or Section 
147 (reduced by the expenditure incurred bona fide by him for the purpose of 
making or earning any income included in the total income but which has been 
disallowed as a deduction ), such person shall, unless he proves that failure to 
return the correct income did not arise from any fraud or any gross or wilful 
neglect on his part, be deemed lo have concealed the particulars of his income 
or furnished inaccurate particulars of such income for the purposes of clause (c) 
of this sub-section. 

(2) When the person liable to penalty is a registered firm or an unregistered 
firm which has been assessed under clause (b) of Section 183, then notwith- 
standing anything contained in the other provisions of this Act. the penalty 
imposable under sub* section (I) shall he the same amount would be imposable 
on that firm if that firm were an unregistered firm. 

Notwithstanding anything contained in this section,—* 

(a) no penalty for failure to furnish the return of his total income under 
sfib-section (1) of Section 139 shall be imposed under sub-section (1) on an 
assessce whose total income does not exceed the maximum amount not charge- 
able to tax in his case by one thousand five hunched rupees , 

(b> where a person has failed to comply with a notice under sub- 
section (2) of Section 139 of Section 148 and proves that he has no income liable 
lo tax the penalty imposable under sub-section (T, shall not exceed twenty-five 
rupees ; 

(c) no penalty shall he imposed under sub-section (l) upon any person 
assessable under clause (i) of sub-section (1) of Section 160, read with Section 
161. as the agent of a non resident for failure to furnish the return under sub- 
jection (1) of Section 139. 

(4) If the Income-tax Officer or the Appellate Assistant Commissioner in 
the. course of any proceedings under this Act. is satisfied that the profits of a 
registered firm have been tlistribuied otherwise than in accordance with the 
shares of the partners as shown in the instrument of partnership on the basis of 
which the firm has bc^n registered under this Act. and that any partner has 
thereby returned his income below its real amount, he may direct that such 
partner shall, in addition to the tax, if nnv. payable by him, pay by way of 
penalty a sum not exceedine one and a half times the amount of tax which 
has been avoided, or would have been avoided if the income returned by such 
partner had been accepted as his correct income, and no refund or other adjust- 
ment shall be claimable by any other partner by reason of such direction. 

(4 A) Notwithstanding anything contained in clause (i) or clause (ii) of sub- 
section (I), the Commissioner may, in his discretion — 

(i) reduce or waive the amount of minimum penalty imposable on a 
person under clause (i) of sub-section (1) for failure, without reasonable cause 
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to furnish the return of total income which such person was required to furnish 
under sub-section (1) of Section 139, or 

(ii) reduce or waive the amount of minimum penalty imposable on 
a person under clause (iii) of sub-section (1), if he is satisfied that such person — 

(a) in the. case referred to in clause (i) of this sub-section has, prior 
to the issue of notice to him under sub-section (2) of Section 139, voluntarily 
and in good faith, made full disclosure of his income ; and in the case referred 
to in clause (ii) of this sub-section has, prior to the detection by the Income- 
tax Officer, of the concealment of particulars of income in respect of which the 
penalty is imposable, or of the inaccuracy of particulars furnished in respect 
of such income, voluntarily and in good faith, made full and true disclosure of 
such particulars ; 

(b) has co-operated in any enquiry relating to the assessment of 
such income ; and 

(c) has either paid or made satisfactory arrangements for payment 
of any tax or interest payable in consequence of an order passed under this Act 
in respect of the relevant assessment year : 

Provided that if in a case the minimum penalty imposable under clause (i> 
or, as the case may be, clause (iii) of sub-section (1) in respect of the relevant 
assessment year, or where such disclosure relates to more than one assessment 
year, the aggregate of the minimum penalty imposable in respect of those years, 
exceeds a sum of rupees fifty thousand, no order reducing or waiving the penalty 
shall be made by the Commissioner unless the previous approval of the Board 
had been obtained. 

(4B) An order under sub-section (4A) shall be final and shall not be 
called in question before any court of law or any other authority. 

272. Failure to give notice of discontinuance. — Where any person fails 
to give the notice of discontinuance of his business or profession as required bv 
sub-section (4) of Section 176, the Income-tax Officer may direct that a sum shall 
be recovered from him by way of penalty which shall not be less than ten per 
cent of the tax but which shall not exceed the amount of tax subsequently 
assessed on him in respect of any income of the business or profession up to the 
date of its discontinuance. 

273. False estimate of, or failure to pay, advance tax. — If the Income-tax 
Officer, in the course of any proceeding in connection with the regular assess- 
ment of the assessment vear commencing on the 1st dnv of April. 1970 or anv 
subsequent assessment year, is satisfied that any asscssee— 

(a) has furnished under Section 212 an estimate of the advance tax' 
payable by him which he knew or had reason to believe to be untrue, or 

(b) has without reasonable cause failed to furnish an estimate of the 
advance tax payable by him in accordance with the provisions of sub-section (3) 
of Section 212, or 

(c) has without reasonable cause failed to furnish an estimate of the 
advance tax payable by him in accordance with the provisions of sub-section (3A) 
of Section 212, 
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he may direct that such person shall, in addition to the amount erf tax if 
any, payable by him pay by way of penalty a sum— 

(i) which, in the case referred to in clause (a), shall not be less than 
ten per cent but shall not exceed one and a half times the amount by which the 
tax actually paid during the financial year immediately preceding the assessment 
year under the provisions of Chapter XVI I -C falls short of— 

(1) seventy-five per cent, of the assessed tax as defined in sub-sec- 
tion (5) of Section 215, or 

(2) where a notice under Section 210 was issued to the assessee, the 
amount payable thereunder, 

(ii) which, in the case referred to in clause (b), shall not be less than 
ten per cent but shall not exceed one and a half times of seventy-five per cent 
of the assessed tax as defined in sub-section (5) of Section 215 : and 

(iii) which, in the case referred to in clause (c', shall not be less than 
ten per cent but shall not exceed one and a half times the amount by which the 
tax payable under the notice issued to the assessee under Section 210 falls short 
of seventy-five per cent of the assessed tax as defined m Mib-scction (5) of 
Section 215. 

274. Procedure. — (1} No order imposing a penalty under this Chapter 
shall be made unless the assessee has been hcaid, or ha> been given a reasonable 
opportunity of being heard. 

(2) Notwithstanding anything contained in clause (m) ot sub-section (1) of 
Section 271, if in a case falling under clause (O o‘ lint sub-scction, the minimum 
penalty imposablc exceeds a sum of rupees one thousand, the Income-tax Officer 
shall refer the case to the Inspecting AssManl Commissionei who shall, for 
the purpose, have all the poweis conferred undci this Chapter for the imposition 
of penalty. 

(3) An Appellate Assistant Commissioner on making an order under this 
Chapter imposing a penalty, shall foithwith send a copy ol the same to the 
Income-tax Officer. 

275. Bar of limitation for imposing penalty. — No older imposing a penally 
under this Chapter shall be passed aftei the expiration o two years from the 
date of the completion of the proceedings in the course of which the proceeding , 
for the imposition of penalty have been commenced. 

Explanation. — In computing the period of limitation for the purpose of 
this section, the time taken in giving an opportunity to the assessee to be 
reheard under proviso to Section 129 and any penod during which a proceeding 
under this Chapter for the levy of penalty is stayed by an order or injunction 
of any court shall be excluded. 


CHAPTER XXII 


OFFENCES AND PROSECUTIONS 

275A. Contravention of order Made under sub-section (3) of Section 132. — 

Whoever contravenes any order referred to in sub-section (3) of Section 132 shall 
11—24 
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be punishable with rigorous imprisonment which may extent to two years and 
shall also be liable to fine. 

276. Failure to make payments or deliver returns or statements or allow 
inspection. — If a person fails without reasonably cause or excuse 

(a) to grant inspection or allow copies to be taken in accordance with 
the provisions of Section 134 ; 

(b) to furnish in due time any of the returns or statements mentioned 
in Section 133, sub-section (2) of Section 139, Section 206, Section 
285 or Section 286 ; 

(c) to produce, or cause to be produced, on or before the date mentioned 
in any notice under sub-section (1) of Section 142, such accounts 
and documents as are referred to in the notice : 

(d) to deduct and pay tax a.s required under sub-section (2) of Section 
226 ; or 

(e) to furnish a certificate required by Section 203, 

he shall be punishable with fine which may extent to ten rupees for every 
day during which the default continues. 

276A. Failure to comply with the provision of .wh-scction (I) and (3) of 
Section 178. — If a person, without reasonable cause or excuse,- - 

(i) fails to give the notice in accordance with sub-section (I) of Section 
178; or 

(ti) fails to set aside the amount as required by sub-section (3) of that 
section ; or 

(in) parts with any of the assets of the company or the properties m 
his hands inr contravention of the provisions of the aforesaid 
sub-section, 

he shall be punishable with rigorous imprisonment for a term, which may 
extend to two years : 

Provided that in the absence of special and adequate reasons to the contiaiv 
to be recorded in the judgment of the court, such imprisonment shall not be for 
less than six months. 

276B. Failure to deduct and pay tax. — If a person, without reasonable 
cause or excuse, fails to deduct or after deducting fails to pay the tax as required 
by or under the provisions of sub-section (9) of Section’80E or Chapter XVII-B. 
he shall be punishable with rigorous imprisonment for a term which may extend 
to six months, and shall also be liable to fine which shall be not less than a 
sum calculated at the rate of fTteen per cent per annum on the amount of such 
tax is actually paid. 

277. False statement in declaration. — If a person makes a statement in 
any verification under this Act or under any rule made thereunder, or delivers 
an account or statement which is false, and which he either knows or believes 
to be false, or does not believe to be true, he shall be punishable with rigorous 
imprisonment for a t$np which may extend to two years : 
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Provided that in the absence of special and adequate reasons to the contrary 
to be recorded in the judgment of the court, such imprisonment shall not be 
for less than six months. 

278. Abetment of false return, etc. — If a person abets or .induces in any 
manner another person to make and deliver an account, statement or declaration 
relating to any income chargeable to tax which is false and which he either 
knows to be talsc or docs not believe to be true, he shall be punishable with 
rigorous imprisonment lor a term which may extend to two years • 

Provided that in the absence of special and adequate reasons to the contrary 
to be recorded in the judgment of the court, such imprisonment shall not be for 
less than six months. 

279. Prosecution to be at the instance of Commissioner. — (1) A person 

shall not be proceeded against for an offence under Section 275A or Section 

276 or Section 276A or Section 276B or Section 277 or Section 278 except at 
the instance of the Commissioner 

(lAi A person shall not be proceeded against for an offence under Section 

277 in relation to the assessment for an assessment year m respect of which the 
penalh imposable upon him under clause (in) of sub-section (1) of Section 271 
lias been reduced or waived by an order sub-section (4A) of that section. 

(2) The Commissioner may either before or after the institution of proceed- 
ings compound any such offence. 

(3) Where any proceeding has been taken against any person under sub- 
section (1), any statement made or account or other document produced by such 
person before any of the Income-tax authorities specified in clauses (a), (b), (c), 
(d) and (e) of Section 1 16 shall not be inadmissible as evidence for the purpose 
of such pioceeding merely on the ground that such statement was made or 
such account or other docun’cnt was produced m the belief that the penalty 
imposable would be reduced or waived under sub-section (4A> of Section 271 or 
that the offence tn respect of which such proceeding was taken would be 
compounded. 

280. Disclosure of particulars by public servants. — (1) If a public servant 
furnishes any information or produces anv documents in contravention of the 
provisions of sub-section (2) of Section 138, he shall be punishable with impri- 
sonment which may extend to six months, and shall also be liable to fine. 

(2) No prosecution shall be instituted under this section except with the 
previous sanction of the .Central Government 


CHAPTER XXIIA 
ANNUITY DEPOSITS 

280A. Persons to whom this Chapter applies.— The provisions of this 
Chapter shall apply to every person, being— 
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(i) an individual, who is a citizen of India, 

(ii) a Hindu undivided family, 

(iii) an unregistered firm, 

(iv) an association of persons or a body of individuals, whether incor- 
porated or not (other than a company or a co-operative society), 
and 

(v) an artificial juridical person referred to in sub-clause (vii) of clause 
(31) of Section 2 (other than a corporation established by a Cen- 
tral, State or Provincial Act) : 

Provided that such person is a resident. 


280B. Definitions. — In this Chapter, unless 

requires, — 


(1) "adjusted total income” — 


the context 


othei wise 


(a) in relation to the assessment year commencing on the 1st day of 
April, 1964, means the amount of total income computed without making any 
allowance under Section 280-0 and reduced by the aggregate of the following 
amounts, if any, included therein, namely— 

(i) any income chargeable under the head “Salaries” ; 

(ii) if the depositor is a partner of an unregistered firm which is liable 
to make an annuity deposit for the relevant assessment year, the amount of his 
share in the profits and gains of the firm computed in the manner laid down in 
Section 67 ; 

(iii) if the depositor is a member of an association of persons or a 
body of individuals (other than a Hindu undivided family or a firm) which is 
liable to make an annuity deposit for the relevant assessment year, the amount 
which he is entitled to receive from the association or body : 

(iv) any compensation or other payment referred to in clause (ii) of 
Section 28 ; and 

(v) any income chargeable under the head “Capital gains”. 

(b) in relation to the assessment year commencing on the 1st day of 
April, 1965, or any subsequent assessment year, means the amount of total 
income computed without making any allowance under Section 280-0 and • 

reduced by the aggregate of the following amounts, if any, included therein, 
namely— 


, c ® any sum which under the provisions of sub-clause (vii) of clause 
(1) of Section 17 is included in salary ; 


(ii) any income chargeable under the head “Salaries” in respect of 
stSnOjSrio^^ an appIicati0n for the 8 rant of "lief undeTsub- 


«f this clause ** am ° Unt “ sub - c,ausc < a > (»> <* Clause (a) (iii) 

C -i iv) j ny com P ensat ‘°n or other payment referred to in clause (ii) of 

'vection 28 ; and 

(v) any income chargeable under the head “Capital gains 9 * ; 
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(vi) any annuity due, or commuted value of any annuity paid under 
the provisions of Section 280D ; 

(vii) any income arising outside India in a country the laws of which 
prohibit or restrict the remittance of money to India. 

(2) “advance deposit" means the annuity deposit required to be made in 
advance in accordance with the provisions of Section 280-1 ; 

(3) “advance tax" shall have the same meaning as in Section 207 ; 

(4) “annuity” means any annual instalment of principal and interest 
thereon payable by the Central Government under the provisions of Section 
280D ; 

(5> “annuity deposit" means a deposit of money required to be made under 
the provisions of this Chapter ; 

(6) “depositor' means a poison to whom the provisions of this Chapter 
apply. 

28CC. Requirement as to annuity deposit. — ( ] ) VV here, in relation to any 
assessment year not being an assessment year commencing on or after 1st day 
of 'p i! 1%; any Central Act enacts that any person to whom the provisions, 
of this Chapter apply shall make ioi any assessment year an annuity deposit 
with the Central Government at any rate or rates such person shall make such 
deposit at that rate or those rates m accordance with, and subject to the provU 
sions of. lh ; - Chapter in respect of the adjusted total income of the previous 
year or previous years, as the case may be. 

(2) In respect ol the adjusted total income of the previous year of 
deposit is to be made undei sub-section (i), such deposit shall — 

(i) in respect of the adjusted total income of the previous year or 
previous years relevant to the '«sscssment year commencing on the 1st day of 
April, 1966, or any earlier assessment year, be made in advance in accordance 
with the provisions of Section 280-1 ; 

(ii) in respect of tne adjusted total income of the previous year or 
previous years relevant to assessment year commencing on the 1st day of April, 
1967, or any subsequent assessment year not being an assessment year commenc-r 
ing on or alter the 1st day of April 1969 be made by such person at any time 
(in 'one sum or in instalment of his choice) during the financial year immediately 
preceding such assessment year at the rate or rates specified in this behalf in 
the annual Finance Act : 

Provided that the Income-tax Officer may, in such cases, under such 
circumstances and subject to such conditions as may be specified in a scheme 
framed under Section 280W, allow a depositor to make a deposit or a further 
deposit at any time after the expiry of the financial year referred to in clause 
(ii) and any deposit or further deposit so made shall be deemed to be an annuity 
deposit for the relevant assessment year for the purposes of this Chapter. 

280 D. Repayment, — Subject to the provisions of this Chapter and any 
scheme framed thereunder, the Central Government shall repay to the depositor 
the annuity deposit made or recovered in any year in ten annual equated instal- 
ments of principal and interest at such rate as may be notified by the Centra] 
Government in the Official Gazette : 
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Provided that nothing in this section shall prevent the payment of any 
annuity at such commuted value thereof as may be provided in a scheme framed 
under Section 280W. in any case in which the aulhoiity empowered to make 
such payment is satislied that genuine hardship will be caused unless such 
payment is made. 

280E. Computation of advance deposit. — (Omitted) 

Explanation 2. — The provisions of this section and of Section 2801'' to 
280-1 shall not apply in respect of the financial year commencing on the 1st day 
of April, 1965 or any subsequent financial year. 

Sections 280F, 280G, 280H, 280-1, 280J, and 280K are omitted. 

280L. Special provision for the assessment year 1964-65. — If the total 
income of a depositor for the previous year relevant to the assessment year 
commencing on the 1st day of April. 1964 (such total income being computed 
without making any allowance under Section 280-0) exceeds fifteen thousand 
rupees and he does not furnish a return under Section 139 before the 1st day of 
March, 1965, and no regular assessment under Section 144 is made before the 
said 1st day of March, he shall send to the Income-tax Officer— 

(i) an estimate of the adjusted total income of the said previous year ; 

(ii) an estimate of annuity deposit to be made by him calculated in 
the manner laid down in Section 280E ; 

and shall make such deposit as accords with estimate on or before the 31st 
day of March, 1965. 

(2) An estimate under this section shall be sent in the prescribed form and 
verified in the prescribed manner. 

280M. Recomputation of annuity deposit and adjustment of excess or 
deficiency. — (1) Where as a result of an order of reassessment or recomputation 
under Section 147 or as a result of an order under Section 154 or Section 155 or 
Section 186 or Section 250 or Section 254 or Section 260 or Section 262 or 
Section 263 or Section 264, the total income of a depositor is enhanced or 
reduced or the status under which he is assessed, is altered, or in the case of a 
firm, registration is granted or cancelled, the Income-tax Officer shall compute 
or recompute the amount of annuity deposit to be made by such depositor. 

(2) Where any depositor has deposited any an\ount for any assessment 
year which he is not liable to deposit under the provisions of this Chapter or 
which is in excess of the amount required to be deposited under the said provi- 
sions for that year, then the entire amount or excess amount, as the case may 
be, may be refunded, adjusted or otherwise dealt with in such manner and having 
regard to such factors as may be specified in a scheme framed under Section 
280W. 

280N. Refund of annuity deposit made by a firm a sses se d under danse (b) 
of Section 183.— Where any unregistered firm is assessed under clause (b) of Sec- 
tion 183 for any assessment year, such firm shall not be liable to make an 
annuity deposit for that assessment year and annuity deposit made by it for that 
assessment year, if any, shall be refunded, adjusted or otherwise dealt with in 
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such manner and having regard to such factors as may be specified in a scheme 
framed under Section 280W. 

280-0. Annuity deposit allowed as deduction in computing total income. — 

(1 ) Notwithstanding anything to the contiary contained in the provisions of this 
Act relating to the computation of income chargeable under any head of income, 
the annuity deposit required to be made under this Chapter shall, subject to 
the provisions of sub-section (2), be allowed as a deduction in computing the 
total income assessable for the assessment year in respect of which the anntfity 
deposit is required to be made : 

Provided that where in relation to the assessment year commencing on the 
1st day of April, 1967 or any subsequent assessment year not being an assess- 
ment year commencing on or after the 1st day of April, 1969 no annuity deposit 
has been made during the financial year immediately proceeding such assess- 
ment year [or such further period as may be allowed b\ the Tncome-tax Officer 
under the proviso to clause (li) of sub-section (2) o' Section 280C[. or the 
amount of annuity deposit made during the financial vear oi further period 
aforesaid falls short of the annuity deposit required to be made under this 
Chapter, the amount to be allowed as a deduction undei this sub-section shall 
be nil or. as the case may be, limited to the amount of the deposit so made and 
tiic pit-visions of this section shall ha\e effect as if references- therein to the 
annuity deposit required to be made were reference to the amount of annuity 
deposit actually so made. 

(2) b the adjusted total income of the depositor mclules any income 
chargeable under the head “Salaries’* the allowance under subjection (1) shall 
be made in computing the income under th it head and if there is no income 
chargeable under that head or the annuity deposit required to be made exceeds 
such earned income, the whole or the balance of the annuilv deposit required 
to be made shall be allowed -s a deduction tn computin'’ citnI income charge- 
able under anv other head, and if there is no earned income chargeable under 
anv other head or (he whole or the balance of the annuity deposit required 
to be made exceeds such earned income the whole or the h dance of the annuity 
denosit required to be made sbull be allowed as a dednclion in computing any 
other income under any head. 

Explanation. — In this sub-section, the expression “earned income" has the 
meaning assigned to tt in the Finance Act of the relevant jear. 

280P. Annuity deposit deductible in computing income under the head 
“Salaries’* for purposes of Section 192 — Any person responsible for paying any 
income chareeable under the head “Salaries" to a resident mav. at the time of 
payment, deduct income-tax under Section 192 as if the estimated income referred 
to in sub-section (1) of that section had been reduced by the amount of annuity 
deposit, if any, required to be made by the assessee in respect of such income, 
whether such annuity deposit has or has not been made : 

Provided that nothing contained in this section shall apply in the case of 
a person whose estimated income a f oresaid does not exceed twenty-five thousand 
rupee< unless such person has, not later than the 31st day of December of the 
financial year, made a declaration, in writing before the person resoonsible for 
paying the income chargeable under the head “Salaries”, of his intention to 
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make the annuity deposit under the provisions of this Chapter and specifying 
the amount which he so intends to deposit ; and where such declaration has 
been made, the provisions of this section apply as if the reference therein to 
the amount of annuity deposit required to be made were a reference to the 
amount specified in such declaration. 

280Q. Rounding off.— The amount of any deposit to be made under this 
Chapter shall be rounded off to the nearest multiple of ten rupees and for this 
purpose any part of a rupee consisting of paise shall be ignored, and thereafter 
if such amount is not a multiple of ten, then, if the last figure in that amount 
is five or more, the amount shall be increased to the next higher amount which 
is a multiple of ten and if the last figure is less than five, the amount shall be 
reduced to the next lower amount which is multiple of ten. 

280R. (Omitted). 

2S0S. Other interest and penalty provisions of the Act not to apply. — 

Notwithstanding anything to the contrary contained in this Art. the provision- 
of this Act other than those contained in this Chapter or anv scheme framed 
thereunder, relating to interest payable b\ the Central Government on icfimd- 
and interest payable bv the assesscc in default or those relating to imposition ol 
penally shall not apply in relation to any sum due under this Chapter. 

280T. (Omitted). 

289U. Special piovisions for authors, playwrights, artists, musicians and 
actors. — \ny individual, being an author, playwright, artist, musician or actor, 
may m addition to the amount of annuity deposit tequired to be made by him 
in respect of any assessment year, make further deposit of an amount not exceed- 
ing twenty-five per cent of the income from such profession included in his total 
income assessable for that assessment year, and if he does so. the further deposit 
made by him, shall, for the purposes of this Chapter, he included in the annuity 
deposit required to be made by him. 

280V. Special provisions relating to gratuity. — Where the total income of 
a depositor assessable for any assessment year includes any gratuity charccablc 
under the head “Salaries”, he may. in addition to the amount of annuity deposit 
required to be made by him in respect of that assessment year, make a further 
deposit of an amount not exceeding fifty per cent of the amount of such 
gratuity and if he does so. the further deposit made by him, shall for the pur- 
poses of this Chapter, be included in the annuity deposit required to made by 
him. 

280W. Annuity Deposit Scheme. — (1) The Central Government shall, 
by notification in the Official Gazette, frame one or more scheme or schemes to 
be called annuity Deposit Scheme or Schemes in relation to deposits under 
this Chapter. 

(2) A scheme under sub-section (1) may provide for — 

(a) the manner in which the annuity deposits shall be made ; 

(aa) the cases in which, the circumstances under which and the conditions 
subject to which the Income-tax Officer mav. under the proviso to 
clause (u) of sub-section (2) of Section 280C, allow a depositor to 
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make a deposit or a further deposit after the expiry of the financial 
year immediately t preceding the assessment year; 

(b) the manner in which, and intervals at which, the annuities shall be 
paid and the manner in which the amount of annuity deposit which 
is not required to be deposited under the provisions of this Chapter 
or the excess or deficiency of annuity deposit, as the case may be, 
may be refunded, adjusted or otherwise dealt with the factors 
that may be taken into account in this connection ; 

(c) the authority ot authorities by or through whom such deposits may 
be collected or by whom annuities may be issued ; 

(d) the documents to be issued to persons by whom deposits have been 
made as evidence of suen deposits ; 

(e> the accounts to be maintained with respect to such deposits and 
annuities and the officers by whom such accounts shall be maintained ; 

(f) the nomination of any person to receive the annuity or any other 
sum due under this Chapter to any depositor in the event of his 
death and the cancellation or change of such nomination ; 

(a) the issue of duplicate of any document issued and evidences of any 
such deposit in the event ot loss or destruction of the original and 
the fee on the payment of which such duplicate may be issued : and 

(h) any other matter which may be nece.sarv 01 propei for the effective 
implementation of the scheme. 

(3) The Ccntial Cun eminent, may by notification in the Official Gazette, 
add to. amend, vary or rescind any scheme framed under this Chapter. 

(4) Any scheme fiamcd undei this Chaptei shall be laid, as soon as may 
be, after it is framed before each House of Parliament while it is in session for 
a total period of thirty days which may be comprised in one session or in two 
successive sessions, and. if. before the expiry of the session in which it is so laid 
or the session immediately following, both Houses agree in making any modifi- 
cation in any provision of the scheme or both Houses agree that anv provision 
in the scheme should not be made, that provision of the scheme shall thereafter 
have effect only in such modified form or be of no effect, as the case may be, 
so however, that any such modification or annulment shall be without prejudice 
to the validity of anything previously done under that provision. 

280X. Liability to pay additional income-tax in certain cases. — (1) Where 
in relation to the assessment year commencing on the 1st day of April, 1967 or 
any subsequent assessment year, (not being an assessment year commencing on 
or after the 1st day of April, 1969) a depositor does not make any annuity 
deposit during the financial year immediately preceding such assessment year 
or such further period as may be allowed by the Income-tax Officer under the 
proviso to clause (ii) of sub-section (2) of Section 280C, or the amount of 
annuity deposit made by him during the financial year or further period afore- 
said falls short of the annuity deposit required to be made (which short-fall is, 
hereafter, in this section, referred to as deficiency), he shall, in addition to the 
income-tax payable by him for that assessment year, be liable to a further amount 
of income-tax calculated in the manner specified in sub-section (2) : 

n— 25 
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Provided that nothing contained in this section shall apply in a caso 
where — 

(a) such depositor is more than sixty years of age on the last day of the 
previous year relevant to the assessment year ; or 

(b) (Omitted). 

(c) the annuity deposit required to be made docs not exceed one 
hundred rupees ; or 

(d) the deficiency does not exceed an amount equal to ten per cent of 
the annuity deposit required to be made or one hundred rupees, 
whichever is higher. 

(2) The further amount of income-tax referred to in sub-section (I) 
shall be — 

(i) in a case where the depositor does not make any annuity deposit, 
a sum equal to fifty per cent of the amount by which the amount of annuity 
deposit required to be made in respect of that assessment year exceeds Ihe 
difference between — 

(a) the tax payable by him on his total income, and 

(b) the tax that would have been payable had his total income been 
reduced by the amount of annuity deposit required to be made ; 

(ii) in a case where the amount of annuity deposit made by him falls 
short of the annuity deposit required to be made, a sum equal to fifty per cent 
of the amount by which the amount of the deficiency exceeds the difference 
between — 


(a) the tax payable by him on his total income, and 

(b) the tax that would have been payable had his total income been 
reduced by the amount of the deficiency. 

Explanation.— (i) In this section, the expression ‘‘annuity deposit required 
to be made shall mean the amount annuity deposit calculated on the adjusted 
total income of the depositor at the rate or rates specified in the Finance Act 
of the relevant year, but where the amount so calculated exceeds the amount 
computed in the manner specified in clause (ii) of this Explanation ( the amount 
so computed being hereinafter referred to as the specified amount ), then, the 
annuity deposit required to be made shall mean the specified amount. 

(ii) The specified amount referred to in clause (i) of this Explanation 
shall be — 

(a) in a case where the total income (as computed without making 
any allowance* under Section 280-0) exceeds fifteen thousand 
rupees but does not exceed twenty thousand rupees, an amount 
equal to one per cent of the adjusted total income of the depositor ; 

(b) in a case where the total income ( computed in the manner afore- 
said ) exceeds twenty thousand rupees but does not exceed twenty- 
five thousand rupees as amount equal to— 
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(1) the aggregate of the sum calculated at one per cent, on so much of 
the adjusted total income as does not exceeds twenty thousand rupees and the 
sum by which the total income ( computed in the manner aforesaid ) exceeds 
twenty thousand rupees, or 

(2) one and a half pei cent of the adjusted total income of the depositor, 
whichever is less ; 

(c> in a case where the total income (computed in the manner afore- 
said ) exceeds twenty-five thousand rupees, an amount equal to 
the aggregate of the sum calculated at one and a half per cent 
on so much of the adjusted total income as does not exceed 
twenty-five thousand rupees and the sum by which the total 
income ( computed in the manner aforesaid ) exceeds twenty-five 
thousand rupees. 


CHAPTER XXI IB 


TAX CREDIT CERTIFICATES 

280Y. Definitions. — In this Chapter, — 

(a) “eligible issue of capital” means an issue of ordinary shares specified 
as such in the scheme ; 

(b) “public company" means a public company as defined in Section 3 
o. the Companies Act, 1956 ( I of 1956); 

(c) “scheme” means a scheme made undci this Chapter ; 

(d) “urban area” means any area which the Central Government may, 
having regard to the population, concentration of industries, 
need for proper planning of the area and other relevant factors 
by general or special order, declare to be an urban area for the 
purposes of this Chapter. 

280Z. Tax Credit Certificates to certain equity shareholders. — (1) An indi- 
vidual shall be granted a tax credit certificate if he by himself or some other 
person on his behalf has subscribed to, and made payments in respect of, any 
eligible issue of capital. 

(-2) A Hindu undivided family shall also be granted a tax credit certificate 
if any person subscribed to, and made payments in respect of, any eligible 
issue of capital on behalf of that Hindu undivided family. 
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(3) A tax credit certificate granted under the provisions of this section 
shall be for the amount or the aggregate of the amounts computed as hereunder 
with reference to the capital so subscribed and paid ; 

(i) On the first Rs. 15; 000 of the amount 

paid in the financial year at the rate of 5 per cent ; 

(ii) On the next Rs. 10,000 of the amount 

paid in the financial year at the rate of 3 per cent ; 

(iii) On the next Rs. 10,000 of the amount 

paid in the financial year at the rate of 2 per cent ; 

(iv) On the balance of the amount paid 

in the financial year NIL 

Explanation. — For the purposes of this section — 

(i) “Subscribed” includes acquisition of the shares forming part of an 
eligible issue of capital from a person who is specified as an underwriter m 
pursuance of clause 11 of Part 1 of Schedule II to the Companies Act, 1956 ( I 
of 1956 ) ( hereinafter in this section referred to as the underwriter ). 

(ii) a payment shall be treated as having been made to the extent to 
which and on the date on which the amount of the said payment has been 
credited to the share capital account of the company. 

(4) A tax credit certificate for the amount specified in sub-section (3) shall 
be granted to an individual or a Hindu undivided family — 

(a) where payment by way of subscription has been made to the com- 
pany, in respect of the financial year in which payment has been 

made and each of the three financial years following that year ; 

and 

(b) where the acquisition has been made from the underwriter, in respea 

of the financial year in which the capital was so acquired and each 

one, if any, of the following financial years not falling beyond the 
third financial year from the end of the financial year in which the 
payment by way of subscription has been made to the company by 
the underwriter : 

Provided that, in either case, the capital is held by or on behalf of the 
individual or on behalf of the Hindu undivided family, as the case may be, at 
the end of the relevant financial year : 

Provided further that where any part of the capital in respect of which a 
tax credit certificate had been granted in a financial year (hereinafter referred 
to as the earlier financial year ) is sold, transferred or otherwise disposed of in 
a subsequent financial year, the tax credit certificate to be granted with reference 
to the remaining capital in respect of the said subsequent financial year or any 
financial year following that year shall be for such amount as bears to the 
amount for which the tax credit certificate was granted in the earlier financial 
year the same proportion as the amount of the remaining capital as on the 31 st 
day of March of the subsequent financial year bears to the total amount of the 
capital with reference to which the tax credit certificate was granted in the earlier 
financial year. 
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(5) If any individual by himseli or on behalf of any other individual or on 
bchali ot any Hindu undivided iamily has acquired any shares forming part of 
an eligible issue of capital (torn the underwriter, he shall not be entitled to a tax 
credit certificate under this section, unless his name is entered as a shareholder 
m respect of such shares in the tegisler ol shareholders of the company. 

(6) The amount shown on a tax credit certificate granted to an indivi- 
dual or Hindu undivided Iamily shall, on the certificate being produced before 
the Income-tax Officer, be adjusted against the liability of such individual or 
Hindu undivided family under the Indian Income-tax Act, 1922 ( 11 of 1922), 
oi this Act, existing on the date on which the certificate was produced belore 
the Income-tax Officer and wheie the amount of such certificate exceeds such 
liability, or wheic tlieie is no such liability, the excess or the whole of such 
amount, as the case may be shall, notwithstanding anything contained in 
Chapter XIX, be deemed on the said date, to be rc'und due to such individual 
or Hindu undivided iamily as the case may be, under that Chapter and the 
piovisions of this Act shall apply accoidingly. 

(7) The Central Government may specify in a scheme any issue of ordinary 
shares by a public company as eligible issue of capital. 

'' ) In specifying any issue of ordinary shares as eligible issue of capital, 
tiic Cent! ul Gov eminent shall have regard to the lollowmg factors, namely — 

(a) the total of the capital issued ; 

(b) the teims and conditions subject to wh-ch the capital ts issued; 

(c) the trade or business in which the company concerned is engaged ; 

(dt the purposes for which the issue is being made ; 

(c) any other relevant factor. 

280 ZA. Tax credit certificates for shifting of industrial undertaking from 
urban area. -(I) If any public company owing an industrial undertaking situate 
in an urban area shifts, with the pi tor approval of the Board, such undertaking 
to any area (not being the aiea in which such undertaking is situate), it shall 
be granted a tax credit certificate. 

(2) The tax credit certificate lo be granted under sub-section (1) shall be 
for an amount computed in the following manner with reference to the head 
“capital gains” arising from the transfer of capital assets being buildings or lands 
or any rights in buildings or lands used for the purposes of the business of the 
said undertaking in the urban area, effected in the course of or in consequence 
of the shifting of such industrial undertaking, namely — 

(a) the amount of expenditure incurred by the company in — 

(i) acquiring lands or constructing buildings for the purposes of the 
business of the company in the area to which the undertaking is shifted, and 

(ii) shifting its machinery or plant and other effects and transferring 
its establishment to such area, 

within a period of three years, from the date of the approval referred to 
in sub-section (1). or such further period as the Board may allow, shall first 
be ascertained ; 
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(b) the amount of the tax credit certificate shall bear to the amount of 
tax payable by the company on its income chargeable under the head “Capital 
gains" as aforesaid, the same proportion as tho amount of expenditure ascer- 
tained under clause (a) bears to the amount of the said income : 

Provided that the amount of the tax credit certificate shall in no case exceed 
the amount of the tax aforesaid. 

(j, the amount siiown on a lux ciedit ccrtilicalc granted to a public 
company under tins section snail, on me ceiliucaie oemg piouuccd belore the 
Income-tax oineer, be adjusted against any ltauituy ot tue company under me 
Indian income-tax aci, ( li oi 1V2C ) or this Act, exisltng on uie dale on 
which me certiticaie was produced beiore the income-tax Oliver and wheie 
the amount 01 suen C'ernlicaic exeeeds such liability, or where mere is no such 
liabihly, the excess or me whole ot such amount, as the case may be. shall noi- 
witnstauuing an> thing contained in Chapter XlX, be deemed, on me said dale, 
to be retunu due lo such company under that Chapter and the provisions oi this 
Act shall apply accordingly. 

(4) Where a capital asset, being building or land, or any right in building 
or land, acquired or, as the case may be. constructed m the area to which the 
undertaking of the company is shitted, is transferred by the company wiihin a 
period of live years from the date of acquisition or, as the case may be, the date 
ot completion of construction to any person other than the Government, a local 
authority, a corporation established by a Central, State or Provincial Act or a 
Government company as defined in Section 617 of the Companies Act. 1956, an 
amount equal to one-half of the amount for which a tax credit certiticaie has 
been granted to the company under sub-section (1) shall be deemed to be tax 
due from the company on the thirtieth day following the date of transfer under 
a notice of demand issued under Section 156, and all the provisions of this Act 
shall apply accordingly. 

Explanation. — Any land or building used for the residence of persons em- 
ployed in the business of the company or for the use of such persons as a hos- 
pital, creche, school, canteen, library, recreational centre, shelter, rest-room or 
lunch-room shall, for the purposes of this section, be deemed to be land or build- 
ing used for the purposes of the company. 

2S0ZB. Tax credit certificate to certain manufacturing co mpani es in 
certain cases.— (1) Where any company engaged in the manu.acture or produc- 
tion of any of the articles mentioned in the First Schedule to the Industries 
(Development and Regulation) Act, 1951 is. in respect of its profits and gains 
attributable to such manufacture or production, — 

(i) liable to pay any tax for the assessment year commencing on the 
1st day of April, 1965 (hereinafter referred to as the base year) and for any 
one or more of the five assessment years next following that year ; or 

(ii) not liable to pay any tax for the base year but becomes so liable 
or any succeeding year ( hereinafter referred to as the succeeding base year ) 
and also for any one or more of the assessment years following that year, not 
being an assessment year commencing on the 1st day of April, 1971, or any 
subsequent assessment year, 
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and the tax for any such succeeding year exceeds — 

(a) in the case referred to in clause (i), the tax payable for the base 
year; 

(b) in the case referred to in clause (ii), the tax payable for thp succeed- 
ing base year, 

then the company shall be granted tax credit certificate for an amount 
equal to twenty per cent of such excess : 

Provided that the amount of the tax credit certificate shall not for any 
assessment year exceed ten per cent of such tax payable by the company for 
that year. 

The amount shown on a tax credit certificate granted to any company 
under this section, shall, on the certificate being produced before the Income- 
tax Officer, be adjusted against any liability of the company under the Indian 
Income-tax Act, 1922 ( 11 of 1922 ) or this Act, existing on the date on which 
the certificate was produced before the Income-tax Officer and where the 
amount of such certificate exceeds such liability or vlieic there is no such 
liability, the excess or the whole of such amount, as ihe cioe may be, shall 
no*v\ •'h.i.indine anything contained in Chapter XIX. be deemed, on the said 
date, to be refund due to such company under that Chapter and the provisions 
of this Act shall apply accordingly 

Provided that the adjustment or refund, as die mav be, under this sub- 
section shall be onlv such amount, not exceeding the amount of the certificate, 
ns is used within such period as mav be specified in the scheme — 

(i) for repayment of loans taken by the company from any of the 
financial institutions notified in this behalf by the Central Govern- 
ment, or 

fiit for redemption of its debentures, or 

(iii) for the acquisition of any capital asset in India, including the cons- 
truction of anv budding for the purpose of the business of the 
company. 

Explanation 1.- In this section, "tax" means income-tax payable under 
this Act and surtax, if any. payable under the Companies ( Profits ) Surtax 
Act. 1964. 

Explanation 2. — The amount of income-tax in respect of the profits or 
tains attributable to the manufacture or production o‘ - the articles referred to 
in sub-section (1) shall be an amount bearing to the total amount of income- 
tax pavable on the total income ( such income-tax being computed in the manner 
specified hereunder ) the same proportion as the amount of such profits or gains 
bears to the total income. 

The amount of income-tax payable by the company for any assessment 
year shall be computed after making allowance for any relief, rebate or deduc- 
tion in resnect of income-tax to which the company is entitled under the provi- 
sions of this Act or the annual Finance Act after deducting from the such 
amount of income-tax — 
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(a) the amount of additional income-tax, if any, payable by the 
company under the provisions of Section 104 ; and 

(b) (i) in respect of the assessment year commencing on the 1st day ol 
April, 1965, the amount, if any, by which the rebate of income-tax admissible to 
the company under the provisions of the Finance Act, 1965 is, under the provi- 
sions of the said Act, reduced with reference to the face value of any bonus 
share or the amount of any bonus issued by the company to its shareholders 
during the previous year or any previous year prior to that year or with refe- 
rence to any amount of dividends declared or distributed by it during the 
previous year or any previous year prior to that year ; or 

(ii) in respect of the assessment year commencing on the 1st day of 
April, 1966, or any subsequent assessment year, the amount of income-tax if 
any. pnvable by the company under the provisions of the annual Finance Act 
with reference to the relevant amount of distributions of dividends by it. 

Explanation 3. — The amount of surtax in respect of the chargeable profits 
attributable to the manufacture or production of the articles referred to in sub- 
section ( I ) shall be an amount bearing to the total amount of surtax payable 
under the Companies (Profits) Surtax Act, 1964 the same proportion as the 
imount of such chargeable profits bears to the whole of the chaigeable profits. 

280ZC. Tax credit certificate in relation to exports. — (1) Subject to the 
provisions of this section, a person who exports anv goods or merchandise out 
of India after the 28th day of Februarv. 1965 and receive the sale proceed' 
thereof in India in accordance with the Foreien Fvchitve Peculation Act t 0 47 
and the rules made thereunder, shall be Granted a tax credit certificate for an 
amount calculated at a rate not exceeding fifteen per cent on the amount of 
such sale proceeds. 

Explanation 1. — For the removal of doubts it is heiebv deviated that the 
expression “sale proceeds” in this sub-section does not include freight or insur- 
ance attributable to the transport of the goods or merchandise beyond the ni> 
toms station as defined in the Customs Act. 1962 (52 of 1962). 

Explanation 2. — For the purposes of this sub-scction, a person who exports 
any goods or merchandise in respect of which the declaration in pursuance ol 
rule 3 of the Foreign Exchange Regulation Rules, 1952. is required to be in 
Form E. P. or Form E. P. I. in the First schedule to the said rules, shall not 
in respect of such goods or merchandise to be deemed to have received the sale 
proceeds in India in accordance with the Foreign Exchange Regulation Act, 
1947, (7 of 1947), and the rules made thereunder unless he receives the same 
in India through an authorised dealer as defined in the said Act. 

(2) The goods or merchandise in respect of which a tax credit certificate 
shall be granted under sub-section (1) ( including the destination of their export ) 
and the rate at which the amount of such certificate shall be calculated shall 
be such as may be specified in the scheme ; 

Provided that different rates may be specified in respect of different goods 
or merchandise. 
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(3) In specifying the goods or merchandise (including the destination o£ 
their export ) and the rates, tlje Central Government shall hav8 regard to the 
following factors, namely — 

(a) the cost of manufacture or production of such goods or merchandise 
and prices of similar goods in the foreign markets ; 

(b) the need to develop foreign markets for such goods or merchandise; 

(c) the need to earn foreign exchange ; 

(d) any other relevant factor. 

(4) The amount shown on a tax credit certificate granted to any person 
under this section shall on the certificate being produced before the Income- 
tax Officer, be adjusted against any liability of that person under the Indian 
Income-tax Act, 1922 (11 o. 1922), or ilvs Act, existing on the date on which 
the certificate was produced bcfoie the Income-tax Officer and where the amount 
ol such certificate exceeds such liability, or where there is no such liability, 
the cxcces or the whole of such amount, as ihe case may be, shall, notwithstand- 
ing anything contained in Chapter XIX, be deemed, on the said date, to be 
refund due to such person under that Cluptei and the provisions of this Act shall 
apply accordingly. 

280/J). Tax credit certificates in relation to increased production of 
certain goods — (1 ) Subject to the provisions of this section, a person, who 
during any financial year commencing on the Pt day of April. 1965 or any 
subsequent financial year ( not being a year commencing on the 1st day of 
April, 1970 or anv financial year thereafter ) manufactures or produces any' 
goods, shall be granted a tax credit certificate lor an amount calculated at 
n rate not exceedin'* twentv-fi\e per cent of the amount of the duty of 
excise payable by hum on that quantum of the goods cleared by him during 
the base year, whether the clearance in either case is for home consumption or 
export. 

(2) The goods in respect of which a tax credit certificate shall be granted 
under sub-scction (P and the rate at which the amount of such certificate shall 
be calculated shall be such as may be specified in the scheme : 

Provided that different rates may be specified in respect of different goods. 

(3) In specifying the goods and the rates under sub-scction (1) the Central 
Government shall have regard to the following factors, namely — 

(a) the need for stimulating industrial output ; 

(b) the need for financial assistance to industrial undertakings engaged 
in the manufacture or production of such goods ; 

(c) any other relevant factor. 

(4) Where any undertaking begins, after the 1st day of April in thp b^se 
year, to manufacture or produce any goods in respect of which a tax credit 
certificate may be granted under sub-section (1), the quantum of goods cleared 
in that. year shall, for the purposes of that sub-section, be determined in such 
manner as may be provided in the scheme. 

(5) The amount shown on a tax credit certificate granted to any person 
under this section shall, on the certificate being produced before the Income-tax 

11—26 
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Officer, be adjusted against any liability of that person under the Indian Income- 
tax Act, 1922 (41 of 1922) or this Act, existing on the date on which the 
certificate was produced before the Income-tax Officer and .where the amount 
of such certificate exceeds such liability, or where there is no such liability, the 
excess or the whole of such amount, as the case may be, shall notwithstanding 
anything contained in Chapter XIX, be deemed, on the said date, to be refund 
due to such person under that Chapter and the provisions of this Act shall 
apply accordingly : 

Provided that the adjustment or refund, as the case may be, under this 
sub-section shall be only for such amount, not exceeding the amount of the 
certificate, as is used within such period as may be specified in the scheme — 

(i) for repayment of loans taken by the person from any of the financial 
institutions notified in this behalf by the Central Government, or 

(ii) for the acquisition of any capital asset in India, including the cons- 
truction of any building, for the purposes of his business, or 

(iii) where the person is a company, also for redemption of its dcbcntuicv 

(6) In this section — 

(a) "base year” in relation to an existing undertaking which manufac- 
tures or produces the goods re r errcd to in sub-section (1), means the financial 
year commencing on the 1st day of April, 1964, and in relation to any other 
undertaking, the financial year in which such undertaking begins to manufac- 
ture or produce such goods : 

(b) “duty of excise” means the duty of excise leviable under the Central 
Excises and Salt Act, 1944 ( 1 of 1944 V 

280ZE. Tax credit certificate scheme. — The Central Government shall, by. 
notification in the Official Gazette, frame one or more schemes to be called tax 
credit certificate scheme or schemes in relation to tax credit certificates to be 
granted under this Chapter. 

(2) A scheme framed under sub-section (1) may provide for— 

(a) the form and manner in which, and the authority to which, applica- 
tions for the grant of the tax credit certificates shall be made ; 

(b) the form in which, and the intervals at which, and the authority bv 
which, such certificate/! shall be issued ; 

(c) the verification of any information or particulars furnished or con- 
tained in any application made by or on behalf of any person entitled 
to tax credit certificates ; 

(d) the determination of the rights and obligations of a person to whom 
such certificate has been granted and the circumstances in which any 
right in or title to the said certificate may be transferred to or devolve 
on any other person by succession or otherwise ; 

(e) the determination of the rights and obligations of persons who jointly 
subscribe to an eligible issue of capital ; 
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(t) the determination of the rights and obligations of persons who 
subscribe to an eligible issue 01 capiun, on benaii, or lor the benefit, 
ol any other person ; 

(g, the appointment of any ollicei oi Government or of the Reserve 
bank ol India to exercise any lights or periorm any duties in con- 
nection with the grant ot the said certificates , 

(h) the goods or merchandise and the rates for the purposes * of 
Section 280ZC and Section 280ZD and the destination ot the 
export oi such goods or merchandise for the purposes of Section 
280ZC ; 

( 1 ) any othei matter which may be necessary or pioper for the effective 
implementation ot the provisions oi this Chapter or the scheme. 

(3) the Central Government may, by notihcation in the Official Gazette, 
add to, amend, vary oi lesund any scheme made under this section. 

(4j Any scheme under this section shall be laid, as soon as may be, after 
it is made, before each House ot Parliament while it is in session lor a total 
period of thirty days which may be conipnsed in one session or in two succes- 
sive sessions, and il, bclore the expiry ol the session in which it is so laid or 
the session immediately lollowing, both Houses agree in making any modifica- 
tion in any provision of the scheme or both Houses agree that any provision 
in the scheme should not be made, that provision of the scheme shall thereafter 
have effect only in such modified form or be of no effect, as the case may be, 
so however, that any such modification oi annulment shall be without prejudice 
to the validity of anything previously done under that provision. 


CHAPTER XXIII 


MISCELLANEOUS 

281. Transfers to defraud revenue void. — Where, during the pendency of any 
pioceeding under th.> Act, any assessee creates a charge on or parts with the 
possession by way of sale, mortgage, exchange or any othei mode of transfer 
whatsoever, of any of his assets in favour of any other person with the intention 
to defraud the revenue, such charge or transfer shall be void as against any 
claim in respect of any tax or any other sum payable by the assessee as a result 
of the completion of the said proceeding : 

Provided that such charge or transfer shall not be void if made for valu- 
able consideration and without notice of the pendency of the proceeding 
under this Act. 

282. Service of notice generally. — A notice or requisition under this Act 
may be served on the person therein named either by post or as if it were a 
summons issued by a court under the Code of Civil Procedure, 1908 (5 of 1908). 
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(2) Any such notice or requisition may be addressed — 

(a) in the case of a firm or a Hindu undivided family, to any member 
of the firm or to the manager or any adult member of the family ; 

(b) in the case of local authority or a company, to the principal officer 
thereof ; 

(c) in the case of any other association or body of individuals, to the 
principal officer or any member thereof ; 

(d) in the case of any other person (not being an individual) to the 
person who manages or controls his affairs. 

283. Service of notice when family is disrupted or firm, etc., is dissolved. 

— (1) After a finding of total partition has been recorded by the Income-tax 
Officer under Section 171 in respect of any Hindu family, notices under this 
Act in respect of the income of the Hindu family shall be served on the person 
who was the manager of the Hindu family or, if such person is dead, then 
all adults who were members of the Hindu family immediately before the 
partition. 

(2) Where a firm or other association of persons is dissolved, notices 
under this Act in respect of the income of the firm or association may be served 
on any person who was a partner (not being a minor) or member of the asso- 
ciation, as the case may be, immediately before its dissolution. 

284. Service of notice in the case of discontinued business. — Where an 

assessment is to be made under Section 176, the Income-tax Officer may serve; 
on the person whose income is to be assessed, or, in the case of a firm or an 
association of persons, on any person who was a member of such firm or 

association at the time of* its discontinuance or, in the case of a company, on 

the principal officer thereof, a notice containing all or any of the requirements 
which may be included in a notice under sub-section (2) of Section 139, and 
the provisions of this Act shall, so far as may be. apply accordingly as if the 
notice were a notice issued under that section. 

285. Information by person responsible for paying interest. — The person 

responsible for paying interest, not being “Interest on securities”, shall, on 

or before the fifteenth day of June in each year, furnish to the Income-tax 

Officer having jurisdiction to assess him, a return in the prescribed form and 
verified in the prescribed manner of the names and addresses of all persons 
to whom during the previous financial year he has paid interest or aggregate 
interest exceeding such amount, not being less than four hundred rupees, as 
may be prescribed in this behalf, together with the amount paid to each such 
person. 

285A. Infoimation by contractors hi certain cases.— (I) Where any 
person (hereinafter referred to as the contractor) enters into a contract for the 
construction of a building ior, or the supply of goods or services in connection 
therewith, to any other person, the value of which exceeds fifty thousand rupees, 
he shall within one month of the making of the contract, furnish to the Income- 
tax Officer having jurisdiction to assess the contract or such particulars relating 
to the contract and in such form as may be prescribed. 
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(2) Without prejudice to the provisions of any other law for the time 
being in lorce, wtiere any cqntiactor contravenes tne provisions ot sub-section 
U) tne Commissioner may impose upon him such line not exceeding litty rupees 
as he thinks ht lor every clay duung which ihe conliavenlion continues, so 
however, that the amount ot line so imposed shall not, in the aggregate, exceed 
twenty-live per cent ol the value ol the contract. 

(J) ihe Commissioner shall, on making an order under this section im- 
posing a tine, lorihwith send a copy ot the same to the income-tax Oilicer. 

286. Information by companies respecting shareholders to whom dividends 
have been paid. — Ihe principal oilicer ot eveiy company which is an 
Indian company oi a company which has made such arrangements as may be 
prescribed lor the decimation and payment oi dividends in India shall, on or 
before the hlleenili day ol June m each year, luinish to the prescribed officer 
a icturn in the prescribed lonn and vumed in the piescrioed manner o! tins 
names and of the addresses, as entered in the register of shareholders maintained 
by the company, ot the shareholders to whom a dividend or aggregate dividends 
exceeding such amount as may be prescribed in this behalf has or have been 
distributed during the proceeding year and of the amount so distributed to each 
shareholder. 

28V. Publication oi information respecting assessees. — (I) If the Central 
Government is of opinion that it is necessary or expedient in the public interest 
to publijlt the names ol any assessee ana any other particulars relating to any 
proceeding, under tins Act in respect of such assessee, it may cause to be 
published such names and particulars in such manner as it thinks lit. 

(3) No publication under this section shall be made in relation to any 
penalty imposed, or any conviction for any offence connected with any pro- 
ceedings, under this Act until the time for presenting an appeal to the Appellate 
Assistant Commissioner or to the first Appellate Court, as the case may be, 
has expired without an appeal having been presented or the appeal, if pre- 
sented, has been disposed of. 

Explanation. — In the case of the firm, company or other association of 
persons, the names of the partners of the firm, directors, managing agents, 
secretaries and treasurers, or managers of the company, or the members of the 

association, as the case be, may also be published if, in the opinion of the 

Central Government, the circumstances of the case justify it. 

288. Appearance by authorised representative. — (l> Any assessee who 
is entitled or required to* attend before any Income-tax authority or the Appel- 
late Tribunal in connection with any proceeding under this Act otherwise than 
when required under Section 131 to attend personally for examination on oath 

or affirmation, may, subject to the other provisions of this section, attend by 

an authorised representative. 

(2) For the purposes of this section, “authorised representative” means a 
person authorised by the assessee in writing to appear on his behalf, being — i 

(i) a person related to the assessee in any manner, or a person regularly 
employed by the assessee ; or 

(ii) any officer of a Scheduled Bank with which the assessee maintains 
a current account or has other regular dealings ; or 
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(iii) any legal practitioner who is entitled to practice in any civil couri 
in India ; or 

(iv) an accountant ; or 

(v) any person who has passed any accountancy examination recognised 
in this behalf by the Board ; or 

(vi) any person who has acquired such educational qualification as the 
Board may prescribe for this purpose ; or 

(via) any person who, before the coming into force of this Act in the 
Union territory of Oadra and Nagar Haveii, Goa, Daman and Diu, or 
Pondicherry, attended before an Income-tax authority m the said territory on 
behalf of any assessee otherwise than in the capacity of an employee or relative 
of that assessee ; or 

(vii) any other person who, immediately before the commencement of 
this Act, was an Income-tax practitioner within the meaning oi clause (iv) ol 
sub-section (2) of Section 61 of the Indian Income-tax Act, 1922 (11 of 1922 ), 
and was actually practising as such. 

Explanation. — in this section, "accountant” means a chartered accountant, 
within the meaning of the Chartered Accountants Act, 1949 (38 of 1949 >, and 
includes in relation to any State, any person who by virtue of the provisions of 
sub-section (2) of Section 226 of the Companies Act. 1956 ( 1 of 1956 ), is 
entitled to be appointed to act as an auditor of companies registered in that Slate. 

(3) Notwithstanding anyhting contained in this section, if the authorised 
representative is a person formerly employed as an income-tax authority, not 
below the rank of Income-tax Officer, and has retired or resigned from such 
employment after having _ served for not less than three years in any capacity 
under this Act or under the Indian Income-tax Act, 1922 ( 11 of 1922), from 
the date of his first employment as such, he shall not be entitled to represent any 
assessee for a period of two years from the date of his retirement or resignation, 
as the case may be. 

(4) No person — 

(a) who has been dismissed or removed from Government service after 
the 1st day of April, 1938 ; or 

(b) who has been convicted of an offence connected with any income-tax 
proceeding or on whom a penalty has been imposed under this Act 
other than a penalty imposed on him under clauses (i) and (ii) of 
sub-section (1) of Section 271 ; or 

(c) who has become an insolvent, 

shall be qualified to represent an assessee under sub-section (1). for all 
times in case of a person referred to in sub-clause (a), for such time as the 
Commissioner may by order determine in the case of a person referred to in 
sub-clause (b), and for the period during which the insolvency continues in the 
case of a person referred to in sub-clause (c). 

(5) If any person — 

(a) who is a legal practitioner or an accountant is found guilty of mis- 
conduct in his professional capacity by an authority entitled to 
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institute disciplinary proceedings against him, an order passed by 
that authority shall have effect in relation to his right to attend 
before aij income-tafx authority as it has in relation to his right to 
practise as a legal practitioner or accountant, as the case may be ; 

(b) who is not a legal practitioner or an accountant, is found guilty of 
misconduct in connection with any income-tax proceedings by the 
prescribed authority, the prescribed authority may direct that he 
shall thenceforth be disqualified to represent an assessee under 
sub-section (1). 

(6) Any order or direction under clause (b) of sub-section (4) or clause 
(b) of sub-section (5) shall be subject to the following conditions, namely — 

(a) no such order or direction shall be made in respect of any person 
unless he has been given a reasonable opportunity of being heard ; 

(b) any person against whom any such order or direction is made may, 
within one month of the making of the order or direction, appeal 
to the Board to have the order or direction cancelled ; and 

(c) no such older or direction shall take effect until the expiration of 
one month from the making thereof, or, where an appeal has been 
preferred, until the disposal of the appeal. 

(7) A person disqualified to represent an assessee by virtue of the provi- 
sions of sub-section (2) of Section 61 of the Indian Income-tax Act, 1922 (11 
of 1922 ). ..hall be disqualified to rcpicsent an assessee under sub-section (1). 

288A. Rounding off of income. — The amount of total income computed 
in accordance with the foregoing provisions of this Act shall be rounded off to 
the nearest multiple of ten rupees and for this purpose any part of a rupee 
consisting of paise shall be ignored and thereafter if such amount is not a 

multiple of ten. then, if the last figure in that amount is five or more, the 

amount shall be increased to the next higher amount which is a multiple of 
ten and if the last figure is less than five, the amount shall be reduced to the 

next lower amount which is a multiple of ten : and the amount so rounded off 

shall be deemed to be the total income of the assessee for the purposes of 
this Act. 

288R. Rounding off of tax etc. — The amount of tax ( including tax 
deductible at source or payable in advance ). interest, penalty, fine or any 
other sum payable, and the amount of refund due. under the provisions of this 
Act shall be rounded off fo the nearest rupee and, for this purpose, where such 
amount contains a part of rupee consisting of paise, then if such part is fifty 
paise or more it shall be increased to one rupee and if such part is less than 
fifty paise, it shall be ignored. 

289. Receipt to be given. — A receipt shall be given for any money paid 
or recovered under this Act. 

290. Indemnity. — Every person deducting, retaining or paying tax in pur-» 
suance of this Act in respect of income belonging to another person is hereby 
indemnified for deduction, retention, or payment thereof. 

291. Power to tender immunity from prosecution. — (1) The Central 

Government may, if it is of opinion ( the reasons of such opinion being recorded 
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in writing ) that with a view to obtaining the evidence or any person appearing 
to have been directly or indirectly concerned in or privy to the concealment of 
income or to the evasion of payment of tax on income, tender to such person 
immunity from prosecution for any offence under this Act or under the Indian 
Penal Code (45 of I860), or under any other Central Act for the time being in 
force and also from the imposition of any penalty under this Act on condition 
of his making a full and true disclosure of the whole circumstances relating to 
the concealment of income or evasion of payment of tax on income, if it is 
necessary or expedient so to do. 

(2) A tender of immunity made to, and accepted by, the person concer- 
ned shall, to the extent to which the immunity extends, render him immune 
from prosecution for any offence in respect of which the tender was made or 
from the imposition of any penalty under this Act. 

(3) If it appears to the Central Government that any person to whom 
immunity has been tendered under this section has not complied with the condi- 
tion on w'hich the tender was made or is wilfully concealing anything or is 
giving false evidence, the Central Government may record a finding to that 
effect, and thereupon the immunity shall be deemed to have been withdrawn, 
and any such person may be tried for the offence in respect of which the tender 
of immunity was made or for any other offence of which he appears to have 
been guilty in connection with the same matter and shall also become liable to 
the imposition of any penalty under this Act to which he would otherwise 
have been liable. 

292. Cognisance of offences. — No court inferior to that of a presidency 
magistrate or a magistrate of the first class shall try any offence under this Act. 

293. Bar of suits in civil courts. — No suit shall be brought in any civil 
court to set aside or modify any assessment order made under this Act, and 
no prosecution, suit or other proceeding shall lie against the Government or 
any officer of the Government for anything in good faith done or intended to 
be done under this Act. 

294. Act to have effect pending legislative provision for charge of tax.— 

If on the 1st day of April in any assessment year provision has not yet been 
made by a Central Act for the charging of Income-tax for that assessment 
year, this Act shall nevertheless have effect until such provision is so made as 
if the provision in force in the preceding assessment year or the provision 
proposed in the Bill then before Parliament, whichever is more favourable to 
the assessee, were actually in force. 

294A. Power to make exemption etc., in relation to certain Union terri- 
tories. — If the Central Government considers it necessary or expedient so to do 
for avoiding any hardship or anomaly or removing any difficulty that may 
arise as a result of the application of this Act to the Union territories of Dadra 
and Nagar Haveli, Goa. Daman and Diu, and Pondicherry or in the case of the 
Union territory of Pondicherry, for implementing any provision of the Treatv of 
Cession concluded between France and India on the 28th day of May, 1956, 
that Government may, by general or special order, make an exemption, reduc- 
tion in rate or other modification in respect of Tncome-tax in favour of anv 
assessee or class of assessees or in -regard to the whole or any part of the income 
of any assessee or cfyss of assessees : 
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Provided that the power conferred by this section shall not be exercisable 
after the 31st day of March, 1967 except for the purpose of rescinding an ex- 
emption, reduction or modification already made. 

295. Power to make rules. — (1) The Board may, subject to the control 
or the Central Government by notification in the Gazette of India, make rules 
for the whole or any part of India for carrying out the purposes of this Act. 

(2) In particular, and without prejudice to the generality of the foregoing 
power, such rules may provide for all or any of the following matters — 

(a) the ascertainment and determination of any class of income ; 

(b) the manner in which and the procedure by which the income shall 
be arrived at in the case of— 

(i) income derived in part from agriculture and in part from business ; 

(ii) persons residing outside India ; 

(c) the determination of the value of any perquisite chargeable to tax 
under this Act in such manner and on such basis as appears to the Board to 
be proper and reasonable ; 

id) the percentage on the written down value which may be allowed 
as depreciation in respect of build inns, machinery, plant or furniture ; 

(dd) the extent to which, and the conditions subject to which, any 
expenditure referred to in sub-section (3) of Section 37 may be allowed; 

(e) the percentage of the amount to be presciibed under clause (i) of 
sub-section (4) of Section 80C ; 

(f) the manner in w'hich and the period to which any such income as 
is referred to in Section 180 may be allocated; 

(g) the authority to bv. prescribed for any of the purposes of this Act ; 

(h) the procedure for giving effect to the terms of any agreement for 
the granting of relief in respect of double taxation or for the avoidance of 
double taxation which may be entered into by the Central Government under 
this Act ; 

(i) the form and manner in which any application, claim, return or 
information may be made or furnished and the fees that may be levied in respect 
of any application or claim ; 

(j) the manner in which any document required to be filed under this 
Act may be verified ; 

(k) the procedure to be allowed on applications for refunds ; 

(l) the regulation of any matter for which provision is made in Section 

230 ; 

(m) the form and manner in which any appeal or cross-objection may 
be filed under this Act, the fee payable in respect thereof and the manner in 
which intimation of any such order as is referred to in clause (c) of sub-section 
(2) of’ Section 249 may be served ; 

(n) the maintenance of a register of persons other than legal practi- 
tioners or accountants as defined in sub-section (2) of Section 289 practising 

11-27 
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before income-tax authorities and for constitution of and the procedure to be 
followed by the authority referred to in sub-section (5) of that section , 

(o) the issue of certificate verifying the payment of tax by assessees , 

(p) any other matter which by this Act is to be, or may be prescribed^ 

(3) In cases coming under clause (b) of sub-section (2), where . the 
income liable to tax cannot be definitely ascertained, or can be ascertained 
only with an amount of trouble and expense to the assessee which in the opinion 
of the Board is unreasonable, the rules made under this section may — 

(a) prescribe methods by which an estimate of such income may be 

made ; 

(b) in cases coming under sub-clause (i) of clause (b) of sub-section 
(2) specify the proportion of the income which shall be deemed to be dtilv 
made in acordance with the provisions of this Act. 

296. Rules to be placed before Parliament. — The Central Government 
shall cause every rule made under this Act to be laid as soon as may be after it 
is made before each House of Parliament while it is in session for a total period 
of thirty davs, which may be comprised in one session or in two successive 
sessions, and, if before the expirv of the session in which it is so laid or the 
session immediately following. both Houses agree that the rule should not be 
made, that rule shall thereafter have effect only in such modified form or be of 
no effect, as the case may be. so however, that any such modification or annul- 
ment shall be without prejudice to the validity of anythin? previously done 
under that rule. 

297. Repeals and savings. — (11 The Indian Income-tax Act. 1022 (11 of 
1°22 1 is hereby repealed. 

(21 Notwithstanding 'the repeal of the Indian Tncome-tax Act. 1022 (11 
of 19221 (hereinafter referred to as the repealed Act 1,— 

(al where a return of income has been filed before commencement of 
this Act by anv person for any assessment vear. proceedings for the assessment 
o r that person for that year may he taken and continued as if this Act had not 
been passed ; 

(b) where a return of income is filed after the commencement of this 
Act otherwise than in pursuance of a notice under Section 34 of the repealed 
Act by any person for the assessment year ending on the 31st day of March 
1962, or anv earlier year, the assessment of the perspn for that year shall be 
made in accordance with the procedure specified in this Act : 

(cl any proceeding pending on the commencement of this Act before 
anv income-tax authority, the appellate tribunal or anv court, bv wav of anneal, 
reference or revision shall be continued and disposed o' as if this Act had not 
been passed ; 

(d) where in respect of any assessment year after the year ending on 
the 31st day of March, 1940, — 

(i) a notice under Section 34 of the repealed Act had been issued 
before the commencement of this Act, the proceedings in pursuance of such 
notice may be continued and disposed of as if this Act had not been passed ; 
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(ii) any income chargeable to lax had escaped assessment within the 
meaning ol that eApiession m Section 14/ anu no pioceeuings under lection 34 
ol the repealed Aci in respect *ot any such income are pending at the commence- 
ment oi this Act, a notice under Section 148 may, subject to the provisions 
contained m Section 149 or Section if>U, be issued witn lespect to that assess- 
ment year and all the provisions oi' this Act snail apply accordingly ; 

(e) subject to the provisions ol clause (gj and clause (j) of this sub- 
section, election 23A oi the repealed Act shall continue to have eiiect in rela- 
tion to the assessment ol any company or ns shareholders lor the assessment 
year ending on the 31st day of Maich, 19(>2, or any earlier year, and the pro- 
visions of the repealed Act shall apply to ail mailers arising out of such assess- 
ment as fully and effectually as if this Act had not been passed ; 

(0 any proceeding for the imposition oi a penalty in respect of any 
assessment completed betore the 1st day oi April, 19o2 may be initiated and 
any such penally may be imposed as n this Act had not been passed ; 

(g) any proceeding for the imposition of penally in respect of any 
assessment for the year ending on the 31st day of Maich, 1962, or any earlier 
year, which is completed on or after lsi day ol April, 1962, may be initiated 
and any such penalty may be imposed under this Act ; 

(h) any election or declaration made or option exercised by an assessee 
•under any provision of the repealed Act in iorcc immediately before the 
commencement of this Act shall be deemed to huve been an election or declara- 
tion made or option exercised under the corresponding provisions of this Act ; 

(i) where, in respect of any assessment completed before the commen- 
cement of this Act, a refund falls due after such commencement or default is 
made after such commencement in the payment ol any sum due under such 
completed assessment, the provisions of this Act relating to interest payable by 
the Central Government on refunds and interest payable by the assessee for 
default shall apply ; 

(j) any sum payable by way of income-tax. super-tax, interest, penalty 
or otherwise under the replealed Act may be recovered under this Act, but with- 
out prejudice to any action already taken tor the recovery of such sum under 
the repealed Act ; 

(k) any agreement entered into, appointment made, approval given, 
recognition granted, direction, instruction, notification, order or rule issued 
under any provision of the repealed Act shall, so far as it is not inconsistent 
with the corresponding provision of this Act. be deemed to have been entered 
into, made, granted, given or issued under the corresponding provision afore- 
said and shall continue in force accordingly ; 

(l) any notification issued under sub-section (1) of Section 60 or Section 
60A of the repealed Act and in force immediately before the commencement of 
this Act shall, to the extent to which provision has not been made under this 
Act, continue in force until rescinded by the Central Government ; 

(m) where the period prescribed for any application, appeal, reference 
or revision under the repealed Act, had expired on or before commencement 
of this Act, nothing in this Act shall be construed as enabling any such applica- 
tion, appeal, reference or revision to be made under this Act by reason only of 



2li iNCOMfi-TAtf LAW AND WACTICE IN INDIA 


the fact that a longer period thereof is prescribed or provision is made for 
extension of time in suitable cases by the appropriate authority. 


29*. Power to remove difficulties.— ( I ) If any difficulty arises in giving 
effect to the provisions of this Act the Central Government may, by general 01 
special order, do anything not inconsistent with such provisions which appears 
to it to be necessary or expedient for the purpose of removing the difficulty. 

(2) In particular, and without prejudice to the generality of the fore- 
going power, any such order may provide for the adaptation* or modifications 
subject to which the repealed Act *>haJI apply in relating to the assessments for 
the assessment year ending on the 31st day ol March, 1%2, or any earlier year. 


THE FIRST SCHEDULE 


INSURANCE BUSINESS 

(See Section 44) 

A. — Life Insurance business 

1. Profits of Life Insurance business to be computed separately.— In the 

case of person who carries on or at any time in the previous year carried on 
life insurance business, the profits and gains of such person from that business 
shall be computed separately from his profits and gains from any other business. 

2. Computation of profits of Life Insurance business. — (I) The profits 
and gains of life insurance business shall be taken to be the greater of the 
following- 

fa) the gross external incomings of the previous year from that business 
less the management expenses of that year ; 

(b) the annual average of the surplus arrived at by adjusting the sur- 
plus or deficit disclosed by the actuarial valuation made in accordance with the 
Insurance Act, 1938 ( 4 of 1938 ), in respect of the last inter-valuation period 
ending before the commencement of the assessment year, so as to exclude from 
it any surplus or deficit included therein which was made in any earlier inter- 
valuation period and any expenditure, or allowance which is not deductible 
under the provisions of Sections 30 to 43A in computing income chargeable 
under the head “Profits and gains of business or profession”. 

(2) The amount to be allowed as management expenses under sub-rule 
(1) shall not exceed the aggregate of the following — 

(a) 7 y 2 per cent of the premium received during the previous year in 
respect of single premium life insurance policies ; 
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(b) in respect of the first year’s premium-) received in respect of other 
life insurance policies tor winch tne nunmci o annual premiums payable is less 
than twelve, or tor which thc*mimbci ol years duung winch premiums are pay- 
able is less than twelve, lor each such picnuum or each suen yeai 7% per cent 
of such first year’s premiums ictcivcd duung the previous year, 

(c) 90 per cent ol the lust ycai s picnuum icccived duung the previ- 
ous year in respect of all other life insuiance policies; 

(d) m respect of all renewal premiums received during the previous 
year, an amount calculated at such pcicciiia^e ti cieoi da is permissible under 
sub-section (2) of Section 4015 oi the liuUidiuc A. l l^io, as reouccd by any 
expenditure or allowance winch is not deductible undci Sections Jd to 4JA m 
computing income chargeable under the neau fronts and gains ot business or 
profession”. 

3. Deductions. — In computing ihc su.plus for tne juipoae ot rule 2, — 

(a) four-fifths of the amounts paid to oi rescued toi or expended on 
behalf of policy-holders shall be allowed as a deduction 

Provided that if any amount so reserved or policy holders ceases to be so 
ies^ivtd, and is not paid to or expended on behalf ot policy-holders, that pro- 
portion of such amount (one halt oi lour-htlhs, as the case may be) if it has 
been previously allowed as a deduction under tms Act or under the Indian 
Income-tax Act, 1922 ( 11 of 1922 ). shall be ttcaleu as part of the surplus for 
the period m which the said amount ceased to b so reserved , 

(b) any amount either written off or reserved in the accounts oi through 
the actuarial valuation balance sheet to meet depreciation of or loss on the 
realisation of investments shall be allowed as a deduction, and any sums taken 
credit for in the accounts of actuarial valuation balance sheet on account of 
appreciation of or gains on 'he realisation ot investments shall be included m 
the surplus 

Provided that if upon investigation it appears to the Income-tax Officer 
after consultation with the Controller of lnsurai.ee th it having due regard to 
the necessity for making reasonable provision tor business or participating 
policy-holders and for contingencies, the rate of intci esi or other factor employ- 
ed in determining the liability in respect ot outstanding policies is materially 
inconsistent with the valuation of investment, so as artificially to reduce the 
surplus, such adjustment shall be made to the allowance lor depreciation or to 
the amount to be included in the surplus in respect of appreciation of such 
investments as shall increase the surplus foi the puiposes of these provisions to 
a figure which is fair and just , 

(c) interest received during the inter-valuation period m respect of any 
securities of the Central Government which have been issued or declared to be 
income-tax-free, shall not be excluded, but the asscssee shall be entitled to a 
deduction from the amount of income-tax with which he is chargeable on his 
total income, of an amount calculated at the rate of twenty-seven and a half 
per cent on the average of the amount of such interest. 

4. Adjustment of tax paid by deduction at source. — Where for arty year 
an assessment of the profits of life insurance business is made in accordance 
with the annual average of a surplus disclosed by a valuation for an mter-valua- 
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tion period exceeding twelve months, then, in computing the income-tax paya- 
ble tor that year, credit shall not be given in accordance with Section 199 ior 
the income-tax paid in the previous year, but crfedit shall given for the annual 
average ot the income-lax paid by deduction at source from interest on securities 
or otherwise during such period. 

B. — Other insurance business 

5. Computation of profits and gains of other insurance business. — The 

profits and gains of any business ot insurance other than life insurance shall be 
taken to be balance ot* the profits disclosed by the annual accounts, copies of 
which are required under the Insurance Act, 1938 ( 4 of 1938 ), to be furnished 
to the Controller of Imuiancc, subject to the following adjustments — 

(a) subject to the other provisions of this rule, any expenditure or all- 
owance which is not admissible under the provisions of Sections 30 to 43A in 
computing the profits and gains of a business shall be added back ; 

(b) any amount either written off or reserved in the accounts to meet 
depreciation of or loss on the realisation of investments shall be allowed as a 
deduction, and any sums taken credit for in the accounts on account of appre- 
ciation of or gains on the realisation of investments shall be treated as part of 
the profits and gains : 

Provided that the Income-tax Officer is satisfied about the reasonableness 
of the amount written off or reserved in the accounts, as the case may be, to 
meet depieciation of or loss on the realisation of investments ; 

(c) such amount carried over to a reserve for unexpired risks as may be 
prescribed in this behalf shall be allowed as a deduction. 

C. — Other provisions 

6 . Profits and gains of non-resident person. — (1) The profits and gains 
of the branches m India of a person not resident in India and carrying on any 
business of insurance, may, in the absence of more reliable data, be deemed to 
be that proportion of the world income of such person which corresponds to the 
proportion which his premium income derived from India bears to his total pre- 
mium income. 

(2) For the purposes of this rule, the world income in relation to life 
insurance business of a person not resident in India shall be computed in the 
manner laid down in this Act for the computation of the profits and gains of life 
insurance business carried on in India. 

7. Interpretation. — (1) For the purposes of these rules — 

(i) “gross external incoming” means the full amount of incomings from 
interest, dividends, fines and. fees and all other incomings from whatever source 
derived (except premiums received from policy-holders and interest gnd divi- 
dends on any annuity fund ), and includes also profits from reversions and in the 
sale or the granting of annuities, but excludes profits on the realisation of in- 
vestments : ' 

Provided that incomings, including the annual value of the property occu- 
pied by the assessee, which but for the provisions of Section 44 would have 
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been assessable under the head “Income from house pioperty,” shall be com- 
puted in the manner applicable to income chargeable under that head, and that 
there shall be allowed from such gross incomings such deductions as are per- 
missible in respect of income chargeable under that head ; 

(ii) investments” includes securities, stocks and shares ; 

(iii) “management expenses” means the full amount of expenses 
( including commissions > incurred exclusively in the management of the busi- 
ness of life insurance, and in the case of a company carrying on other classes 
of business as well as the business of life insurance, in addition thereto a fair 
proportion of the expenses incurred in the general management of the whole 
business. Bonuses or other sums paid to or reserved on behalf of policy-holders, 
depreciation of, and losses on the realisation of investments, and any expendi- 
ture or allowance other than expenditure 01 allowance which may under the 
provisions of Sections 30 to 43 A be allowed for in computing the profits and 
gains of a business, are not management expense for the purpose of these rules ; 

(iv) “life insurance business" meins life insurance business as defined 
in clause (1) of Section 2 of the Insurance Act, 1938 (4 of 1938); 

(v) “rule” means a rule contained in this Schedule. 

U) Reference in these rules to the Insurance Act, 1938 (4 of 1938), or 
any provisions thereo r , shall in relation to the Life Insurance Corporation of 
India, be construed as reference to that Act or nrovisions as read wi»h Section 
43 of the Life Insurance Corporation Act. I 0< i6 (31 of 1956L 


THE SECOND SCHEDULE 
PROCEDURF FOR RFCOVFRY OF TAX 
PART I 

General Provisions 

1. Definitions.— In this Schedule, unless the context otherwise requires,— 

(a) “certificate” means a certificate received by the Tax Recovery Officer 
from the Income-tax Officer for the recovery of arrears under this 
Schedule ; 

(b) “defaulter* means the assessee mentioned in the certificate; 

(c) “execution”, in relation to certificate, means recovery of arrears in 
pursuance of the certificate ; 

(d) “movable property” includes growing crops ; 

(e) “officer” means a person authorised to make an attachment or sale 
under this Schedule ; 
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(f) “rule” means a rule contained in this Schedule ; and 

(g) “share in a corporation” includes stock, debenture stock, debentures 
or bonds. 

2. Issue of notice. — When a certificate has been received by the Tax 
Recovery Officer from the Income-tax Officer for the recovery of arrears under 
this Schedule, the Tax Recovery Officer shall cause to be served upon the 
defaulter a notice requiring the defaulter to pay the amount specified in the 
certificate within fifteen days from the date of service of the notice and intima- 
ting that in default steps would be taken to realise the amount under this 
Schedule. 

3. When certificate may be executed. — No step in execution of a certifi- 
cate shall be taken until the period of fifteen days has elapsed since the date 
of the service of the notice required by the preceding rule : 

Provided that, if the Tax Recovery Officer is satisfied that the defaulter is 
likely to conceal, remove or dispose of the whole or any part of such of his 
movable property as would be liable to attachment in execution of a decree of 
a civil couit and that the realisation of the amount of the certificate would in 
consequence be delayed or obstructed, he may at any time direct, for reasons 
to be recorded in writing, an attachment of the whole or any part of such 
p operty : 

Provided further that if the defaulter whose property has been attached 
furnishes security to the satisfaction of the Tax Recovery Officer, such attach- 
ment shall be cancelled from the date on which such security is accepted by the 
Tax Recovery Officer. 

4. Mode of recovery. — If the amount mentioned in the notice is not paid 
within the time specified therein or within such further time as the Tax 
Recovery Officer may grant in his discretion, the Tax Recovery Officer shall 
proceed to realise the amount by one or more of the following modes — 

(a) by attachment and sale of the defaulter’s movable property ; 

(b) by attachment and sale of defaulter’s immovable property ; 

(c) by arrest of the defaulter and his detention in prison ; 

(d) by appointing a receiver for the management of the defaulter’s 
movable and immovable properties. 

5. Interest, costs and charges recoverable. — There shall be recoverable, 
in the proceedings in execution of every certificate — 

(a) such interest upon the amount of tax or penalty or other sum to 
which the certificate relates as is payable in accordance with sub-section (2) of 
Section 220, and 

(b) all charges incurred in respect of— 

(i) the service of notice upon the defaulter to pay the arrears, and of 
warrants and other processes, and 

(ii) all other proceedings taken for realising the arrears. 

6. Purchaser's title. — (1) Where property is sold in execution of a 
certificate, there shall vest in the purchaser merely the right, title and interest 
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of the defaulter at the time of the sale, even though the property itself be 
specified. 

(2) Where immovable property is sold in execution of a certificate, and 
such has become absolute, the purchaser’s right, title and interest shall be 
deemed to have vested in him from the time when the property is sold, and not 
from the time when the sale becomes absolute. 

7. Suit against purchaser not maintainable on ground of purchase being 

made on behalf of plaintiff. — (1) No suit shall be maintained against any 
person claiming title under a purchase certified by the Tax Recovery Officer in 
the manner laid down in this Schedule, on the ground that the purchase was 
made on behalf of the plaintiff or on behalf of some one through whom the 
plaintiff claims. 

(2) Nothing in this section shall bar a suit to ohOin a declaration that 
the name (V any purchaser certified as aforesaid vvas interested in the certifi- 
cate fraudulently or without (he consent of the real purchaser, or interfere with 
the right of a third person lo proceed against the properly though ostensibly 
sold to the cert died purchaser, on the ground that it i; liable to satisfy a claim 
of such third person against the real owner. 

8. Disposal of proceeds of execution. — (I) Whenever assets are realised, 
by the sale or otherwise in execution of a certificate, they shall be disposed of 
in the following manner — 

fa) there shall first be paid to the Income-tax Officer the costs incurred 
by him ; 

fb) there shall, in the next place, be paid (o ihc Income-tax Officer the 
amount due under the oei!ifica<e in. execution of which the assets 
were realised ; 

(cl if there remains a balance a f ter these sums have been paid, there 
shafi be paid to ihc Income-tax Officer therefrom any other amount 
recoverable under the procedure provided by this Act which may 
be due upon the date upon which the assets were realised ; and 

(d) the balance (if rny) remaining after the payment of the amount (if 
any) referred to in clause (c) shall be paid to the defaulter. 

(2) If the defaulter disputes any claim made by the Income-tax Officer to 
receive any amount referred to in clause (c), the Tax Recovery Officer 
shall determine the dispute. 

9. General bar to Jurisdiction of civil courts, save where fraud 
alleged. — Except as otherwise expressly provided in this Act. every question! 
arising between the Income-tax Officer and the defaulter or their representatives* 
relating to the execution, discharge or satisfaction, of a certificate duly filed 
under this Act, or relating to the confirmation or setting aside bv an order under 
this Act of a sale held in execution of such certificate, shall be determined, 
not by, suit, but by order of the Tax Recovery Officer be r orc whom such question 
arises : 

Provided that a suit mav be brought in a civil court in respect of any such 
question upon the ground of fraud. 

11—28 
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10. Property exempt from attachment. — ( 1 ) All such property as is 
by the Code of Civil Procedure 1908 (5 of 1908), exempted from attachment 
and sale in execution of a decree of a civil court shall be exempt from attachment 
and sale under this Schedule. 

(2) The Tax Recovery Officer’s decision as to what property is so entitled 
to exemption shall be conclusive. 

11. Investigation by Tax Recovery Officer. — (1) Where any claim is pre- 
ferred to, or any objection is made to the attachment or sale of any property 
in execution of a certificate, on the ground that such property is not liable to 
such attachment or sale, the Tax Recovery Officer shall proceed to investigate 
the claim or objection : 


Provided that no such investigation shall be made where the Tax Recovery 
Officer considers that the claim or objection was designedly or unnecessarily 
delayed. 

(2) Where the property to which the claim or objection applies has been 
advertised for sale, the Tax Recovery Officer ordering the sale mav postpone 
!l pending the investigation of the claim or objection upon such terms as to 
security or otherwise as the Tax Recovery Officer shall deem fit. 

(31 The claimant or objector must adduce evidence to show that 

(a) (in the case of immovable property) at the date of the service of the 
notice issued under this Schedule to pay the arrears or 

(b) (in the case of movable property) at the date of the attachment, 

he had some interest in, or was possessed of, the property in question. 

(4) Where, upon the said investigation, the Tax Recovery Officer is sat's- 
fied that, for the reason stated in the claim or objection, such property was 
not, at the said date in the possession of the defaulter or of some person in trud 
for him or in the occupancy of a tenant or other person paving rent to him. or 
that, being in the possession of the defaulter at the said date, it was so in his 
possession, not on his account or as his own property, but on account of or 
in trust for some other person, or partlv on his own account and partly on 
account of some other person, the Tax Recovery Officer shall make an order 
releasing the property, wholly or to such extent as he thinks fit, from attach- 
ment or sale. 


(5) Where the Tax Recovery Officer is satisfied that the property was, at . 
the said date, in the possession of the defaulter as his own property and not on 
account of any other person, or was in the possession of some other person in 
trust for him, or in the Occupancy of a tenant or other person paying rent to him 
the Tax Recovery Officer shall disallow the claim. 


(6^ Where a claim or an objection is preferred, the partv against whom an 
order is made may institute a suit in a civil court to establish the right which 
he claims to the property in dispute ; but, subusltp thexesulLof such f if »i,vi 
the order of the Tax Recov«-**®“-~ '• 
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_Whcre— '* M>V * 1 ** ““ aClU “' , “ “ n or cancellation of certificate^ 

from 1 we - a: "° Un ' ,? Wi ‘ h “ sls a,,d a " cha '8« a "<t expenses resulting 
paid ie^t^Er 1 d " 1 " l “ “ a «“'• ““ 

(b) the certificate is cancelled, 

the attachment shall be deemed to be withdrawn and in the case of im- 
movable property, the withdrawal shall, it the delaulter so desires, be pro- 
claimed at his expense, and a copy ot the proclamation shall be afhxed' 
able property 1 " ^ r ° V1 ^ et * ^y l * 1 * s Schedule lor a proclamation ol sale of immov-i 


13. Officer entitled to attach and sell.—' I he attachment and sale of 
movable property and the attachment and sale of immovable property may be 
made by suen person as the lax Recovery Officer may from time to time direct. 

14. Defaulting purchaser answerable for loss on resale. — Any deficiency 
of pi ice wh'Ch may happen on a resale by reason of the purchaser’s default, 
and all expenses attending such resale, shatl be certified to the fax Recovery 
Officer by the officer holding the sale, and shall, at the instance of either the 
income-tax Officer or the defaulter, be recoverable from the defaulting pur- 
chaser under the procedure provided by this Schedule : 

Provided that no such application shall be entertained unless filed within 
fifteen days from the date of resale. 


IS. Adjournment or stoppage of sale. — (1) The lax Recovery Officer 
may, in his discretion, adjourn any sale hereunder to a specified day and hour ; 
and the officer conducting any such sale may, in his discretion, adjourn the) 
sale recording his reason for adjournment : 


Provided that, where the sale is made in, or within the precincts of, the 
office of the Tax Recovery Officer, no such adjournment shall be made without! 
the leave of the Tax Recovery Officer. 


(2J Where a sale of immovable property is adjourned under sub-rule (1) 
for a longer period than one calender month, a fresh proclamation of sale 
under this Schedule shall be made unless the defaulter consents to waive it. 


(3) Every sale snail be stopped if, before the lot is knocked down, the 
arrears and costs (including the cost of the sale) are tendered to the officer 
conducting the sale or proo. is given to his satisfaction that the amount of such 
arrears and costs has bejn paid to the Tax Recovery Officer who ordered 
the sale. 


16. Private alienation to be void in certain cases. — (1) Where a notice 
has been served on a defaulter under rule 2, the defaulter or his representative- 
in-interest shall not b,e competent to mortgage, charge, lease or otherwise deal 
with any property belonging to him except with the permission of the Tax 
Recovery Officer, nor shall any civil court issue any process against such pro- 
perty jn execution of a decree for the payment of money. 

(2) Where an attachment has been made under this Schedule, any private 
transfer or delivery of the property attached or of any interest therein and any 
payment to the defaulter of any debt, dividend of other monies contrary to such 
attachment, shall be void as against all claims enforceable under the attachment. 
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17. Prohibition against bidding or pnrchase by Officer.— No officer or 

other person having any duty to pertorm in connection with sale under this 
Schedule shall, either direclly or indirectly, bid tor, acquire - or attempt to acquire 
any interest in the property sold. 

18. Prohibition against sale on holidays.— No sale under this Schedule 
shall take place on a Sunday or other geneial holiday recognised by the Stale 
Government or on any day which has been notified by llic State Government 
to be a local holiday for the area in which the sale is to take place. 

19. Assistance by police. — Any officer authorised to attach or sell any 
property or to arrest the defaulter or charged with any duty to be performed 
under this Schedule, may apply to the officer- in-chargc of the neatest police 
station for such assistance as may be necessary in the discharge of his duties, 
and the authority to whom such application is made shall depute a sufficient 
number of police officers for furnishing such assistance. 

19A. Entrustmen! of certain functions by Collector or Additional 
Collector. — A Tax Recovery Officer, being a Collector or an Additional Collec- 
tor, may, subject to the approval of the Stale Government, entrust any of his 
functions as Tax Recovery Officer to any other officer lower than him in rank 
who is empowered to effect recovery of arrears of land revenue or other public 
demand under any law relating to land revenue or other public demand for the 
time being in force in the State and such Officer shall, in relation to function so 
entrusted to him be deemed to be a Tax Recovery Officer. 


PART II 

ATTACHMENT AND SALE OF MOVABLE PROPERTY 
ATTACHMENT 

20. Warrant. — Except as otherwise provided in this Schedule, when any 
movable property is to be attached, the officer shall be furnished by the Tax 
Recovery Officer (or other officer empowered by him in that behalf) a warrant 
in writing and signed with his name specifying the name of the de'aulter and 
the amount to be realised. 

21. Service of copy of warrant. — The officer shall cause a copy of the 
warrant to be served on the defaulter. 

22. Attachment. — If, after service of the copy of the warrant, the amount 
is not paid forthwith, the officer shall proceed to attach the movable property 
of the defaulter. 

23. Property in defaulter’s possession. — Where the property to be attached} 
is movable property ( other than agricultural produce ) in the possession of the 
defaulter, the attachment shall be made by actual seizure, and the officer shall 
keep the property in his own custody or the custody of one of his subordinates 
and responsible for .due custody thereof : 
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Provided that when the property seized is subject to speedy and natural 
decay or when the expense^ of keeping it in custody is likely to exceed its value, 
the officer may -sell it at once. 


24. Agricultural produce. — Wheie the property to be attached is agricul- 
tural produce, the attachment shall be maoe by affixing a copy of the warrant 
of attachment — 

(a) where such produce is glowing crop — on the land on which such 
crop has grown, or 

(b) where such produce has been cut or gathered,— on the threshing 
floor or place for trading out grain or the like, or lodder-stack, on, 
or in which it is deposited, 

and another copy on the outer door or on some other conspicuous part 
of the house in which the defaulter ordinarily resides, or with the leave of the 
Tax Recovery Officer, on the outer door or on some other conspicuous part of 
the house in which he carries on business or personally works for gain, or in 
which he is known to have last lesided or carried on business or personally 
worked for gain. T he produce shall, thereupon, be deemed to have passed into 
tin possession of the Tax Recovery Officer. 

25. Provisions as to agricultural produce under attachment. — (1) 

Where agricultural produce is attached, the Tax Recovery Officer shall make 
such «•' rangements for the custody, watching, tending, cutting, and gathering 
thereof as he may deem sufficient ; and the Income-tax Officer shall bear such 
sum as Tax Recovery Officer shall require in order to defray the cost of such 
arrangements. 

(2) Subject to such conditions as may be imposed by the Tax Recovery 
Officer in this behalf, either in the order of attachment or in any subsequent 
order, the defaulter may tend, cut, gather and store the produce and to any 
other act necessary for maturing or preserving it ; and, if the defaulter fails to 
do all or any of such acts, any person appointed by the Tax Recovery Officer 
in this behalf may, subject to the like conditions, do all or any of such acts, and 
the costs incurred by such person shall be recoverable from the defaulter as if 
ihey were included in the certificate. 

(3) Agricultural produce attached as a growing crop shall not be deemed 
to have ceased to be under attachment or to require re-attachment merely 
because it has be»-n served from the soil. 

(4) Where an older for the attachment of a growing crop has been made, 
at a considerable lime befoie the crop is likely to be fit to be cut or gathered, 
the Tax Recovery Officer may suspend the execution of the order for such time 
as he thinks fit. and may, in his discretion, make a further order prohibiting the 
removal of the crop pending the execution of the order of attachment. 

(5) A growing crop which from its nature does not admit of being stored 
shall not be attached under this rule at any time less than twenty days before 
the time at which it is likely to be cut or gathered. 

26. Debts and shares, etc. — (1) In the case of — 

(a) a debt not secured by a negotiable instrument. 
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(b) a share in a corporation, or 

(c) other movable property not in the possession of the delaulter except 
property deposited in, or in tlie custody ot, any court, 

the attachment shall be made by a vuitten older prohibiting,— 

( 1 ) in the case of the debt - the creditor irom recovering the debt 
and the debtor Jrom making payment thereot until me iuiincr 
order ot the fax Recovery Officer ; 

(ii) in the case of the share — the person in whose name the shaie may 
be standing from transt erring the same or receiving any dividenu 
thereon ; 

(iii; in the case of the other movable property ( except as aforesaid )• - 
the person in possession ot the same lrom giving it over to the 
defaulter. 

(2) A copy oi such order shall be allixed on some conspicuous puit of the 
office of the lax Recovery Olticei, and anotner copy shall ue sent, in the case 
ol the debt, to the debtor, in the case of the share, to tlie proper officer o. the 
corporation, and in tne case of tne other movable properly ( except as aloresaid ), 
to the person in possession of the same. 

(3) A debtor prohibited under clause (i) of sub-rule (1) may pay the 
amount of his debt to the fax Recovery Officer, and such payment shall 
discharge him as effectually as payment to the party entitled to receive the same. 

27. Attachment of decree. — (1) The attachment of a decree of a civil 
court for the payment of money or for sale in enforcement of a mortgage or, 
charge shall be made by the issue to the civil court of a notice requesting the 
civil court to stay the execution of the decree unless and until — 

(i) the Tax Recovery Officer cancels the notice, or 

(ii) the Income-tax Officer or the defaulter applies to the court 
receiving such notice to execute the decree. 

(2) Where a civil court receives an application under clause (ii> of sub- 
rule (1), it shall, on the application of the Income-tax Officer or the defaulter 
and subject to the provisions of the Code of Civil Procedure, 1908 ( 5 of 1908 ;, 
proceed to execute the attached decree and apply the net proceeds m satislac- 
tion of the certificate. 

(3) The Income-tax Officer shall be deemed to be the representative of 
the bolder of the attached decree, and to be entitled to execute such attached 
decree in any manner lawful for the holder thereof. 

28. Share in movable property. — Where the property to be attached 

consists of the share or interest of the defaulter in movable property belonging 
to him and another as co-owners, the attachment shall be made by a notice to 
the defaulter prohibiting him from transferring the share or interest or 
charging it in any way. I 

29. Salary of Government servants.— Attachment of the salary or 
allowances of servants of the Government or a local authority may be made in 
the manner provided by rule 48 Order 21 of the First Schedule to the Code 
of Civil Procedure, 1908 (5 of 1908 ), and the provisions of the said rule shall, 
for the purpose of this rule, apply subject to such modifications as may be 
necessary. 
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30. Attachment of negotiable instrument, — Where the property is a 
negotiable instrument not deposited in a court or in the custody of a public officer, 
the attachment shall be made by actual seizure, and the instrument shall be 
brought before the Tax Recovery Officer, and held subject to his order. 

31. Attachment of property in custody of court or public officer. — 

Where the property to be attached is in the custody of any court or public 
officer, the attachment shall be made by a notice to such court or officer, 
requesting that such property, and any interest or dividend becoming payable 
thereon, may be held subject to the further orders of the Tax Recovery Officer 
by whom the notice is issued : 

Provided that, where such property is in the custody of a court, any 
question of title or priority arising between the Income-tax Officer and any 
other person, not being the defaulter, claiming in be interested in such property 
by virtue of any assignment, attachment or otbciwpe, ^hall be determined by 
such court. 

32. Attachment of partnership property, — (!) Where the property to 
be attached consists of an interest of the defaulle r heme a partner, in the 

•neiNhin, the Tax Recovery Officer may make an ordei charging the share of 
such partner in the partnership propciH and profits wrh payments of the 
amount due under the certificate, and r»av, bv the same subsequent order, 
appoint a receiver of the shnic of such partner in the profits, whether already 
declared or accruing and of any other monev which ina\ become due to him 
in respect of the partnership, and direct account^ md cnquities and make an 
order for the sale of such interest or n’ch other order as t^e chcumstanccs of 
the case may require. 

(?) The other person shall be at libertv at any time to redeem the inteiest 
charged or, in the case of ' sale being directed, to purchase the same. 

33. Inventory. In the case of attachment of movable Property by actual 
seizure, the officer shall after attachment of the property, prepare an inventory 
of all the property attached, specifying in it the place where it is lodged or 
kept and shall forward the s amc to the Tax Reenverv Officer and a copy of 
the inventory shall be delivered by the Offirer to the defaulter. 

34. Attachment not to be excessive. — The attachment by seizure shall not 
be excessive, that h to snv, the property attached shall be as nearly as possible 
proportionate to the amount specified in the warrant. 

35. Seizure between sun-rise and sun-set.— Attachment by seizure shall be 
made after sun-rise and before sun-set and not otherwise. 

36. Power to break open doors, etc.— The officer may break onen any 
inner or outer door or window of any building and enter any building in 
order to seize any movable property if the officer has reasonable grounds to 
believe that such building contains movable property liable to seizure under 
the warrant and the officer has notified his authority and intention of breaking 
onen if admission is not riven. He shall, however, give all reasonable oppor- 
tunity to woman to withdraw. 
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SALE 

37. Sale. — The Tax Recovery Officer may direct that any movable pro- 
perty attached under this Schedule or such portion thereof as may seem neces- 
sary to satisfy the certificate shall be sold. 

38. Issue of proclamation. — When any sale of movable property is ordered 
by the Tax Recovery Officer, the Tax Recovery Officer shall issue a proclama- 
tion in the language of the district, of the intended sale, specifying the time and 
place of sale and whether ->the sale is subject to confirmation or not. 

39. Proclamation how made. — (1) Such proclamation shall be made by 
beat of drum or other customary mode — 

(a) in the case of property attached by actual seizure — 

(i) in the village in which the property was seized, or, if the property 
was seized in a town or city, then in the locality in which it was 
seized ; and 

(ii) at such other places as the Tax Recovery Officer mav direct. 

(b) in the case of nroperty attached otherwise than bv actual sei/mc in 
such places, if anv. as the Tax Recovery Officer may direct. 

40. Sale after fifteen days. — Except where the property is subject to speedv 
and natural decay or when the expense of keeping it in custody is likelv to 
exceed its value, no sale of movable property under this Schedule shall without 
the consent <n writing of the defaulter, take place until after the expiry of at 
least fifteen days calculated from the date on which a copv of the sale-proclama- 
tion was affixed in the office of the Tax Recovery Officer. 

• 

41. Sale of agricultural produce. — (1) Where the property to he sold is 
agricultural produce, the sale shall be held, — 

fa) if such produce is a growing crop — on or near the land on which 
such crop has grown, or 

(b) if such produce has been cut or gathered — at or near the threshinc- 
floor or place for treading out gain or like, or fodder-stack, on or in which it 
is deposited : 

Provided that the Tax Recovery Officer mav direct the sale to be held at 
the nearest place of public resort, if he is of opinion that the produce is thereby 
likely to sell to greater advantage. 

(2) Where on the produce being put up for sale,— 

(a) a fair orice in the estimation of the person holding the sale, is not 
offered for it, and 

(b) the owner of the produce, or person authorised to act on his behalf, 
applies to have the sale postponed till the next day or, if a market is held at 
the place of sale, the next market day, 

the sale shall be postponed accordingly, and shall be then completed, 
whatever price may be offered for the produce. 

42. Special provisions relating to growing cron. — ft) Where the property 
to be sold is a growjng crop and the crop from its nature admits of being 
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stored but has not yet been stored, the day of the sale be so fixed as to admit 
of the crop being made ready ^for storing before the arrival of such day, and the 
sale not be held until the crop has been cut or gathered and is ready for storing. 

(2) Where the crop from its nature does not admit of being stored or 
can be sold to a greater advantage in an unripe stage ( e.g. as green wheat ), it 
may be sold before it is cut and gathered, and the purchaser shall be entitled 
to enter on the land, and to do all that is necessary for the purposes of tending 
or cutting or gathering the crop. 

43. Sale to be by auction. — The property shall be sold by public auction 
in one or more lots as the officer may consider advisable, and if the amount to 
be realised by sale is satisfied by the sale of a portion of the property, the sale 
shall be immediately stopped with respect to the remainder of the lots. 

44. Sale by public auction. — (1) Where movable property is sold by 
public auction, the price of each lot shall he paid at the lime of sale or as soon 
after as the officer holding the sale directs and in default of payment the pro- 
perty shall forthwith be resold. 

(2) On payment of the purchase-money, the officer holding the sale shall 
grant a certificate specifying the property purchased, the price paid and the 
name of the purchaser, and the sale shall become absolute. 

(3) Where the movable property to be sold is a share in goods belonging 
to the defaulter and a co-owner, and two nr more persons, of whom one is such 
co-owner, respectively bid the same sum for such property or for any lot, the 
bidding shall be deemed to be the bidding of the co-owner. 

45. Irregularity not to vitiate sale but any person injured may sue. — i 
No irregularity in publishing or conducting the sale of movable property shall 
vitiate the sale but any person sustaining substantial injury by reason of such 
irregularity at the hand o r any other person may institute a suit in a civil court 
against him for compensation, or (if such other person is the purchaser) for 
the recovery of the specific property and for compensation in default of such 
recovery. 

46. Negotiable instruments and share in a corporation. — Notwithstanding 
anything contained in this Schedule, where the property to be sold is a negoti- 
able instrument or a share in a corporation the Tax Recovery Officer may, 
instead of directing the sale to be made by public auction, authorise the sale of 
such instrument or share through a broker. 

47. Order for payment of coin or currency notes to the Income-tax Officer. 
- Where the property attached is current coin or currency notes, the Tax 
Recovery Officer may, at any time during the continuance of the attachment, 
direct that such coin or notes, or a part thereof sufficient to satisfy the certificate, 
be paid over to the Income-tax Officer. 


PART III 

ATTACHMENT AND SALE OF IMMOVABLE PROPERTY 

ATTACHMENT 

48. Attachment.— Attachment of the immovable property of the defaulter 
shall be made by an order prohibiting the defaulter from transferring or charg- 
II— 29 
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ing the property in any way and prohibiting all persons from taking any benefit 
under such transfer or charge. 

49. Service of notice of attachment.— A copy of the order of attachment 
shall be served on the defaulter. 

50. Proclamation of attachment. — The order of attachment shall be pro- 
claimed at some place on or adjacent to the property attached by beat of drum 
or other customary mode, and a copy of o'c order shall be affixed on a cons- 
picuous part of the property and on the mlice board of the office of the Tax 
Recovery Officer. 

51. Attachment to relate back from the date of service of notice. — 

Where any immovable property is a< ached under this Schedule, the attachment, 
shall relate back to, and take effect l orn, the date on which the noti e to pay 
the arrears, issued under thi, Schcd. I', v.as seised urm the defaulter. 

SALE 

52. Sale and proclamation of sale. — (It The Ta- Recovery Officer m.tv 
direct that immovable property which has been attached, or vich poil'on the of 
as may seem necessary to satisfy the certificate, shall be sold. 

(2) Where any immovable propcitv is ordered to be sold, the Tax Re- 
covers Officer shall cause a proclamation of the intended -ale to be made in 
the language of the district. 

53. Contents of proclamation. — A proclamation of sd<- o mimosa' !e 
property shall be drawn up after notice to the defaultei and shall Ante the time 
and place of sale, and shall specify as fairly and accurately as possible 

(a) the property to be sold ; 

(b) the revenue, if any, assessed upon the property or anv pa<t thereof : 

(c) the amount for the recovery of which the sale is ordered : and 

(d) any other thine which the Tax Recovery Officer considers it mate- 
rial for a purchaser to know in order to judge the nature and value 
of the property. 

54. Mode of making proclamation. — Every proclamation for the ode of 
immovable property shall be made at some place on or near such property 
by beat of drum or other customary mode, and a copy of the proclamation shall 
be affixed on a conspicuous part of the property and a' so upon a conspicuous 
part of the Office of the Tax Recovery Officer. 

(2) Where the Tax Recovery Officer so directs, such proclamation shall 
also be published in the Official Ga/ette or in a local newspaper, or in both ; 
and the cost of such publication shall be deemed to be costs of the sale. 

(3) Where the property is divided into lots for the purposes of being sold 
separately, it shall not be necessary to make a separate proclamation for each 
lot, unless proper notice of the sale cannot, in the opinion of the Tax Recovery 
Officer, otherwise be given. 

55. Time of sale.— No sale of immovable property under this Schedule 
shall, without the coqpept in writing of the defaulter, take place until after the 
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expiration of at least thirty days calculated from the date on which a copy of 
the proclamation ol sale lias been allixed on the properly or in the office of the 
lax Recovery Officer, whichever is later. 


56. Sale to be by auction.- I he sale shall be by public auction to the 
highest bidder and shall be subject to coniu mation by the Tax Recovery 
Officer. 


57. Deposit by purchaser and resale in default. — (I) On every sale of 
immovable properly, the person deelaied to be the putchascr shall pay, imme- 
diately alter such declaration, a deposit ol twenty-live per cent on the amount 
ol his purchase money, to the officer conducting the sale ; and, in default ol such 
deposit, the property shall lorthwith be re-sold. 

(2) The full amount ol puicha.se money payable shall be paid by the 
purchasei to the 1 ax Recovery Office' on or before the lifteenth day from the 
dale o, the sale of the property. 

£8. Procedure in default of payment. — In dcfauii of payment within the 
period mentioned in the preceding rule, U-.e deposit may, it tne Tax Recovery 
Officer thinks tit, after dei laying the expenses of sale, be iorfeited to the Gov- 
ernment, and the property shall be te-sold, and the defaulting purchaser shall 
lorkffi all claims to the ptoperly or to any part o: the sum for which it may 
subsequently be sold. 


59. Authority to bid. — All persons bidding at the sale be required to 
declare '< they ate bidding on their own behali or on behalf of their principals. 
In the latter case, they snail be requned to deposit their authority, and in 
default their bids shall be rejected. 

60. Application to set aside sale of immovable property on deposit. — 

(I) Where immovable property has been sold in execution of a certificate, the 
defaulter, or any person v .ose interests aie affected by the sale, may, at any 
time within tinrly ouys mm the date of the sale, apply to the Tax Recovery 
Officer to set aside the sa:c, on his depositing— 

(a) lor payment to the Income-tax Officer, the amount specified in the 
proclamation of sale as that for the recovery oi which the sale was ordered, with 
interest thereon at the rate of six per cent per annum, calculated from the date 
of the proclamation of sale .o the date when the deposit is made ; and 

(b) for payment to ate purchaser, as penally, a sum equal to five per 
cent ot the purchase-money, but not less than one rupee. 

(2) Where a persefn makes an application under rule 61 for setting aside 
the sale of his immovable property, he shall not, unless he withdraws that 
application, be entitled to make or prosecute an application under this rule. 

61. Application to set aside sale of immovable property on ground of 
non-servicc of notice or irregularity. — Where immovable property has been sold 
in execution of a certificate, the Income-tax Officer, the defaulter, or any person 
whose interests are affected by the sale, may, at any time within thirty days 
from the date of the sale, apply to the l ax Recovery Officer to set aside the 
sale of the immovable property on the ground that notice was not served on 
the defaulter to pay the ai roars as required by this Schedule or on the ground 
of a material irregularity in publishing or conducting the sale ; 
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Provided that — 

(a) no sale shall be set aside on any such ground unless the Tax 
Recovery Oliicer is satisfied that applicant has sustained substantial injury by 
reason of the non-service or irregularity ; and 

(b) an application made by a defaulter under this rule shall be dis- 
allowed unless the applicant deposits the amount recoverable liom him in 
execution of the certilicale. 

62. Setting aside sale where defaulter has no saleable interest. -At any 

lime within thirty days of the sale, the purchaser may apply to the lax Recovery 
Olhcer to set aside the sale on the ground that the ue.aulter had no saleable 
imereat in the property sold, 

63. Confirmation of sale. — Where no application is made for setting aside 
the sale under the foregoing rules or where such an application is made and 
disallowed by the Tax Recovery Ofliccr, the r l ax Recovery Officer shall ( if 
the full amount ot the purchase-money has been paid ) make an order confirm- 
ing the sale, and, thereupon, the sale shall become absolute. 

(2) Where such application is made and allowed, and where, in the case 
of an application made to set aside the sale on deposit of the amount and 
penalty and charges, the deposit is made within thirty days from the date of the 
sale, the Tax Recovery Officer shall make an order setting aside the sale : 

Provided that no order shall be made unless notice of the application has 
been given to the persons affected thereby. 

64. Return of purchase money in certain cases. — Where a sale of immo- 
vable property is set aside, any money paid or deposited by the purchaser on 
account of the purchase, together with the penalty, if any, deposited for payment 
to the purchaser, and such interest as the Tax Recovery Officer may allow, 
shall be paid to the purchaser. 

65. Sale certificate. — (1) Where sale of immovable property has become 
absolute, the Tax Recovery Officer shall grant a certificate specifying the 
property sold, and the name of the person who at the time of sale is declared to 
be the purchaser. 

(2) Such certificate shall state the date on which the sale became absolute. 

66. Postponement of sale to enable defaulter to raise amount due under 
certificate.— (1) Where an order for the sale of immovable property has been 
made, if the defaulter can satisfy the Tax Recovery Officer that there is reason 
to believe that the amount of the certificate may be raised by the mortgage or lease 
or private sale of such property, or some part thereof, or of any other immovable 
property of the defaulter, the Tax Recovery Officer may, on his application 
postpone the sale of the property comprised in the order for sale, on such terms 
and for such period as he thinks proper, to raise the amount. 

(2) In such case, the Tax Recovery Officer shall grant a certificate to the 
defaulter, authorising him. within a period to be mentioned therein, and not- 
withstanding anything contained in this Schedule, to make the proposed 
mortgage, lease or sale : 
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Provided that all moneys payable under such mortgage, lease or sale shall 
be paid, not to the defaulter, but to the Tax Recovery Officer : 

Provided also .that no mditguge, lease or sale under this rule shall become 
absolute until it has been confirmed by the lax Recovery Officer. 

67. Fresh proclamation before resale.— Every resale of immovable pro- 
perty, in delault of payment of the purchase-money within the period allowed 
lor such payment, shall be made aiter the issue of a fresh proclamation ii\ the 
manner and lor the period hereinbefore provided lor the sale. 

68. Bid of co-share to have preference. — Where the property sold is a 
share of undivided immovable properly, and two or more persons, of whom one 
is a co-sharer, respectively bid the same sum for such property or for any lot, 
the bid shall be deemed to be the bid of* the co-sharer. 


PART IV 

APPOINTMENT OF RECEIVER 

69. Appointment of receiver for business. — (1) Where the property of a 

defaulter consists of a business, the lax Recovery Officer may attach the busi- 
ness anu appoint a person as receiver to manage the business. 

(2) Attachment of business under this rule shall be made by an order 
prohibiting the defaulter from transferring or charging the business in any way 
and prohibiting all persons from taking any benefit under such transfer or charge, 
und intimating that the business has been attached under this rule. A copy of 
the order of attachment shu.l be served on the defaulter, and another copy shall 
be affixed on a conspicuous part of the premises in which the business is 
carried on and on the notice boaid of the office of the Tax Recovery Officer. 

70. Appointment of receiver for immovable property. — Where immovable 

property is attached, the Tax Recovery Officer may, instead of directing a sale 
of the property, appoint a person as receiver to manage such property. 

71. Powers of receiver. — (P, Where any business or other property is 
attached and taken under management under the foregoing rules, the receiver 
shall, subject to the control ol the Tax Recovery Officer, have such powers as 
may be necessary for the proper management of the property and the realisa- 
tion of the profits, or rents and profits, thereof. 

(2) The profits, or rents and profits, of such business or other property, 
shall, after defraying the expenses of management, be adjusted towards dis- 
charge of the arrears, and the balance, if any, shall be paid to the defaulter. 

72. Withdrawal of management.— The attachment and management under 
the foregoing rules may be wtihdrawn at any time at the discretion of the Tax 
Recovery Officer, or if the arrears are discharged by receipt of such profits and 
rents or are otherwise paid. 
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ARREST AND DETENTION OF THE DEFAULTER 

73. Notice to show cause. — (l) No order lor the arrest and detention in 
civil prison of a defaulter shall be made unless the Tax Recovery Officer has 
issued and served a notice upon the defaulter calling upon him to appear before 
him on the date specified in the notice and to show cause why he should not 
be committed to the civil prison, and unless the Tax Recovery Officer for reason 
recorded in writing, is satisfied — 

(a) that the defaulter, with the object or effect of obstructing the 
execution of the certificate, has, after the receipt of the certificate in the office 
of the Tax Recovery Officer, dishonestly transferred, concealed or removed any 
part of his property, or 

(b) that the defaulter has or has had since the receipt of the certificate 
in the office of the Tax Recovery Officer, the means to pay the ui rears of, 
some substantial part thereof refuses or neglects or has refused or neglected 
to pay the same. 

(2) Notwithstanding anything contained in sub-rule (1). a warrant for the 
arrest of the defaulter may be issued by the Tax Recovery Officer if the Tu\ 
Recovery Officer is satisfied, by affidavit or otherwise, that with the object or 
effect of delaying the execution of the certificate, the defaulter is likely to 
abscond or leave the local limits of the jurisdiction of the Tax Recovery Officer. 

(3) Where appearance is not made in obedience to a notice issued and 
served under sub-rule (1),* the Tax Recovery Officer may issue a warrant lor 
the arrest of the defaulter. 

(4) Every person arrested in pursuance of a warrant of arrest under sub- 
rule (2,' or sub-rule (3) shall be brought be!ore the Tax Recovery Officer as 
soon as practicable and in any event within twenty-four hours of his arrest 
( exclusive of the time required for the journey ) ; 

Provided that, if the defaulter pays the amount entered in warrant of arrest 
as due and the cost of the arrest to the officer arresting him, such ollicvi shall 
at once release him. 

74. Hearing. — When a dc'aultcr appears before the Tax Recovery Officer 
in obedience to a notice to show cause or is brought before the Tax Recovery 
Officer under rule 73, the Tax Recovery Officer shall proceed to hear the 
Income-tax Officer and take all such evidence as may be produced by him in 
support of execution by arrest, and shall then give the defaulter an opportunity 
of showing cause why he should not be committed to the civil prison. 

75. Custody pending hearing. — Pending the conclusion of the inquiry, the 
Tax Recovery Officer may, in his discretion, order the defaulter to be detained 
in the custody of such Officer as the Tax Recovery Officer may think fit or 
release him on his furnishing security to the satisfaction of the Tax Recovery 
Officer for his appearance when required. 
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76. Order of detention. — (1) Upon the conclusion of the inquiry, the Tax 
Recovery Officer may make an order for the detention of the defaulter in the 
civil prison and shall in that event cause him to be arrested if he is not already 
under arrest : 

Provided that in order to give the defaulter an opportunity of satisfying 
the arrears the Tax Recovery Officer may, before making the order of detention, 
leave the defaulter in the custody of the officer arresting him or of any other 
officer for a specified period not exceeding 15 days, or release him on his furnish- 
ing security to the satisfaction of the Tax Recovery Officer for his appearance 
at the expiration of the specified period if the arrears are not so satisfied. 

(2) When the Tax Recovery Officer docs not make an order of detention 
under sub-rule (lb he shall, if the defaulter is under arrest, direct his release. 

77. Detention in and release from prison. — (1) Fveiy person detained in 
the civil prison in execution of a certificate may be sn detained,— 

fa) where the certificate is for a demand of an amount exceeding two 
hundred and fifty rupees n period of < ;v months, and 

fb'- in any other c a<e for a period o c six week-,; 

>’i‘‘uded that he shall be released from such detention — 

on the amount mentioned v the warrant for hb detention being paid 
to the Officcr-in-chame of tlm civil prison or 

(lit on the reque-t of »he Income i ■ Ptfie'n who his issued the certifi- 
cate or the l ax Recovery Officer on any uromd M| hef rh m the pounds men- 
tioned in rules 78 and 79: 

Pro' ideal that where he is to be relea cl on the "eque>t of the Income-tax 
Officer, be shall not so be released without the order 4 'f the Tax Recovery 
( tflicer. 

(7) A defaulter released from detention under llus rule shall not merely 
h\ reason of his release, be discharged from his liability fm the arrears, but he 
,i Kl l| not be liable to be re-arrested under the certificate in execution of which 
he was detained m the civil prison. 

78. Release,— i\) Tfr Tax Recovery Officer mav order the release of a 
w ho has been arrested in execution of a certificate imon being satrfied 

that he has disclosed the whole of his property and has placed it at the disposal 
of the Tax Recovery Officer and that be has not committed any act of bad faith. 

P) If the Tax Recovery Officer has ".round for believing the disclosure 
made bv a defaulter under sub-rule (V to have been untrue, he may order the 
re-arrcst of the defaulter in execution of the certificate, but the period of his 
detention in the civil prison shall not in the aggregate exceed that authorised 
b\ rule 77. 

79. Release on ground of illness. — (1) At anv time after a warrant for 
ihe arrest of a defaulter has been issued, the Tax Recovery Officer, may cancel 
it on. the ground of his serious illness. 

p') Where a defaulter has been arrested, the Tax Recovery Officer mav 
release him if. in the opinion of the Tax Recovery Officer, he is not in a fit 
state of health to be detained in the civil prison. 
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(3) Where a defaulter has been committed to the civil prison, he may be 
released therefrom by the Tax Recovery Officer on the ground of the existence 
of any infectious or contagious disease, or on the ground of his suffering from, 
any serious illness. 

(4) A defaulter released under this rule may be re-arrested, but the period 
of his detention in the civil shall not in the aggregate exceed that authorised 
by rule 77. 

80. Entry into dwelling house. — For the purpose of making an arrest under 
this Schedule — 

(a) no dwelling house shall be entered after sun-set and before sun-rise ; 

(b) no outer door of a dwelling house shall be broken open unless such 
dwelling house or a portion thereof is in the occupancy of the defaulter and he 
or other occupant of the house refuses or in any way prevents access thereto ; 
but when the person executing any such warrant has duly gained access to any 
dwelling house, he may break open the door of any room or apartment if he has 
reason to believe that the de f aulter is likely to be found there : 

(cl no room, which is in the actual occupancy of a woman who, accor- 
ding to the customs of the country, does not appear in public, shall be entered 
into unless the officer authorised to make the arrest has given notice to her that 
she is at liberty to withdraw and has given her reasonable time and facility for 
withdrawing. 

81. Prohibition against arrest of women or minors etc. — The Tax Reco- 
very Officer shall not order the arrest and detention in the civil prison of- - 

(a) a woman, or 

(b) any person who, in his opinion, is a minor or of unsound mind. 


PART VI 

MISCELLANEOUS 

82. Officer deemed to be acting judicially. — Every Tax Recovery Officer 
or other officer acting under this Schedule shall in the discharec of his functions 
under this Schedule, be deemed to be acting judicially within the meaning of 
the judicial Officer’s Protection Act, 1850 ( 18 of 185D). 

83. Power to take evidence. — Every Tax Recovery Officer or other officer 
acting under the provisions of this Schedule shall have ihe powers of a civil 
court while trying a suit for the purpose of receiving evidence, administering 
oaths, enforcing the attendance of witness and compelling the production of 
documents. 

84. Co ntinuanc e of certificate. — No certificate shall cease to be in force 
by reason of the death of the defaulter. ■ 

85. Procedure on death of defaulter. — If at any time after the issue of 
the certificate by the Income-tax Officer to the Tax Recovery Officer the defaul- 
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ter dies, the proceedings under this Schedule ( except arrest and detention ) may 
be continued against the legal representative of the defaulter, and the provisions 
of this Schedule shall apply a!> if the legal lepresentative were the defaulter. 

86. Appeals. (1) An appeal from any original order passed by the Tax 
Recovery Officer under this Schedule, not being an order which is conclusive, 
shall lie— 

(a) in the case of a Tax Recovery Officer, being a Collector or an 

Additional Collector or an officer referred to in sub-clause (iii) of clause 44 of 

Section 2, to the revenue authority to which appeals oidmarily lie against the 
orders of a Collector under the law relating to land revenue of the State con- 
cerned, and 

(b) in any other case, to the revenue authoiity to which an appeal or 

an application for revision would ordinal ily lie. if the older passed by him were 

the ordei under the law Tol.tt ng to die revenue or othei public demand for the 
’unc being in force in the Stale concerned. 

(2) llvcrv appeal under this rule must be presented within thirty days 
from the date of the order appealed against. 

U'j Pending the decision of any appeal, execution of the certificate may 
be stayed n the appellate authority so directs but not otherwise. 

87. Review'. Any order passed unde; [\v< Schedule may, after notice to 
all person, interested, be reviewed b\ the oflkcr \ ho made the older, or by his 
Miccessor in office, on account of any mistake ap r aient fiom the record. 

88. Recovery from surety. — Where any pemon has under this Schedule 
become surety for the amount due b\ the defaulter, he may be proceeded 
against under this Schedule as if he were the defaulter. 

89. Penalties. — Whoever fraudulently icmeves. conceals, transfers or 
delivers to any person any pronerty or any in’cico therein, intending thereby 
to prevent that property or interest thcicin, from bemg taken in execution of a» 
mtiiicatc. shall be deemed to have committed an offence punishable under 
Section 206 of the Indian Penal Code (45 of I860). 

90. Subsistence allowance. — (1) When a defaulter is arrested or detained 
in the civil prison, the sum payable for the subsistence of the defaulter from 

the time of at rest until he b released shall be borne by the Income-tax Office. 

• 

(?) Such sum shall he calculated on the scale fixed by the State Govern- 
ment for the subsistence of judgement-debtors arrested in execution of a deciee 
of a civil court. 

(3) Sums payable under this rule shall be deemed to be costs in the pro- 
ceeding : 

Provided that the defaulter shall not be detained in the civil prison or 
arrested on account of any sum so payable. 

91. Forms. — The Board may prescribe the form to be used for any order, 
notice, warrant or certificate to be issued under this Schedule. 

11—30 
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92. Power to make rules.— (1) The Board may make rules, consistent 
with the provisions of this Act, regulating the procedure to be followed by Tax 
Recovery Officers and other officers acting under this Schedule. 

(2) In particular, and without prejudice to the generality of this power 
conferred by sub-rule (1), such rules may provide for all or any of the following 
matters, namely — 

(a) the area within which Tax Recovery Officers may, exercise juris- 
diction ; 

(b) the manner in which any property sold under this Schedule may be 
delivered ; 

(c) the execution of a document or the endorsement of a negotiable 
instrument or a share in a corporation, by or on behalf of the Tax Recovery 
Officer, where such execution or endorsement is required to transfer such nego- 
tiable instrument or share to a person who has purchased it under a sale under 
(his Schedule ; 

(d) the procedure for dealing with resistance or obstruction offered by 
any person to a purchaser of any immovable property sold under this Schedule, 
in obtaining possession of the property ; 

(e) the fees to be charged for any process issued under this Schedule ; 

(f) the scale of charges to be recovered in respect of any other pioceed- 
ing taken under this Schedule ; 

(g) recovery of poundage fee ; 

(h) the maintenance and custody, while, under attachment, of livestock 
ot other movable property, the fees to be charged for such maintenance and 
custody, the sale of such livestock or property, and the disposal of proceeds of 
such sale ; 

(i) the mode of attachment of business. 

93. Saving regarding charge. — Nothing in this Schedule shall affect any 
provision of this Act whereunder tax is a first charge upon any asset. 


THE THIRD SCHEDULE 

PROCEDURE FOR DISTRAINT BY INCOME-TAX OFFICER 

[See Section 226 (5)J 

Distraint and sale. — Where any distraint and sale of movable property are 
to be effected by any Income-tax Officer authorised for the purpose, such dis- 
traint and sale shall be made, as far as may be, in the same manner as attach- 
ment and sale of movable property attachable by actual seizure, and tho 
provisions, of the Second Schedule relating .to attachment and sale shall, so far 
as may be, apply in respect of such distraint and sale. 



THE FOURTH SCHEDULE 


PART A 

RECOGNISED PROVIDENT FUNDS 

[See Sections 2(38), 10(12), 36(1 )(iv), 87(1)(d), 111. 192(4)1 

1. Application of Part.— This part shall not apply to any provident fund 
to which the Provident Funds Act, 1925 (19 of 1925), applies. 

2. Definition. — In this Part, unless the context otherwise requires, — 

(a) “employer” means any person who maintains a provident fund for 
the benefit of his or its employees, being — 

(i) a Hindu undivided family, company, fitm or other association of 
persons, or 

(ii) an individual engaged in a business or profession the profits and 
gams whereof are assessable to income-tax under the head “Profits 
and gains of business or profession” ; 

(b) “employee” means an employee participating in a provident fund, 
but docs not include a personal or domestic servant ; 

(c> “contribution” means any sum credited by or on behalf of any 
employee out of his salary, or by an employer out of his own monies, to the 
individual account of an employee, but does not include any sum credited as 
interest ; 

(d) “balance to credit of an employee” means the total amount to the 
credit of his individual account in a provident fund at any time ; 

(e) “annual accretion” in relation to such balance to the crgdit of an 
employee, means the increase to such balance in any year, arising from contn- 
butions and interest ; 

(ft “accumulated balance due to an employee” means the balance to 

ass r&w si » 

maintaining the fund , 

,o\ “renulations-of a fund" means the special body or regulations gover- 
n,„g ,hf conSSlton am, administrate of a particular provtt.cn. fund ; and 

(h) “salary” includes dearness allowance, if the terms of employment 
so provide, but excludes all other allowances and perquisites. 

3 According and withdrawal of recognition.— (1) The Commissioner 

may ^ccmtTr^^toon tetany n^de^bjMhe 5 BcMud 0 .!.' tois S ^n!hsdfJ 

dent fund contravences any of those conditions. . ^ 

e> «*; s*ZtSS£lk % £■£?£ £.* i .bn 

Commissioner may fix in accordance y 
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behalf, such date not being later than the last day of the linancial year in which 
the order is made. 

t 

(3) An order withdrawing recognition shall take efiect Irom the date on 
which it is made. 

(4) An ordei aaoiding to a pioviduit iuud shall not unless the Commi- 
ssioner otheiwise duetts, be jitlecteu by ihe latl that the lund is subsequently' 
amalgamated wmi anothei piovidem tund on the oecuirence of ail amalgama- 
tion of the undei taking in connection with which Ihe two funds die maintained, oh 
that it subsequently absorbs the whole or a part of another provident fund 
belonging to an umlet taking which is wholly or in part tianst erred to or merged 
in the undertaking of the employer maintaining ihe fir'.t-mcntioned tund. 

4. Conditions to oe satisfied by recognised provident funds. — In ouler that 
a provident fund may receive and letain lecognilion, it shall, subject to the 
provisions ot rule 5, satisfy the conditions set out below and any ottiei condi- 
tions which the Board may, by rules speedy — 

(a> all employees ‘hall be employed in India, oi shall be employed by 
an employer whose principal place ol business is in India , 

(b) the conti lbulions ot an employee in any year shall be a definite 
proportion of his salary for that year, and shall be deducted by the employer 
from the employee's salary m that proportion, at each periodical payment of 
such salary in that year, and credited to the employee’s individual account in 
the fund ; 

(c) the contributions of an employer to the individual account of an 
employee in any year shall not exceed the amount of the contributions of the 
employee in that year, and shall be credited to the employee's individual account 
at intervals not exceeding one year , 

(d) the fund shall be vested in two or more trustees or in the Official 
Trustee under a trust which shall not be revocable, save with the consent of 
all the beneficiaries ; 

(e) the fund shall consist of contributions as above specified, received, 
by the trustees, of accumulations thcreo., and ot interest credited in iesjiect ot 
such contributions and accumulations, and of securities purchased therewith 
and of any capital gains arising from the transfer of capital assets of the fund, 
and of no other sums ; 

(f) the employer shall not be entitled to recover any sum whatsoever 
from the fund, save in cases where the employee is dismissed for misconduct or 
voluntarily leaves his employment otherwise than on account o ill-health or 
other unavoidable cause before the expiration of term of service specified in this 
behalf in the regulations of the fund : 

Provided that in such cases recoveries made by the employer shall be limi- 
ted to the contributions made by him to the individual account of the employee, 
and to interest credited in respect of such contributions in accordance with the 
regulations thereof ; 

(g) the accumulated balance due to an employee shall be payable on 
the day he ceases to be_aa*employee of the employer maintaining the fund ; 
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(h) save as provided in clause (g) or in accordance with such conditions 
and restrictions as the Board may, by rules, specify, no portion of the balance 
to the credit of an, employee Shall be payable to him. 

5. Relaxation of conditions. — (l) Notwithstanding anything contained 
in clause (ay ot rule 4 the Coinmissionei may, n he Hunks ui, anu subject to 
such conditions, ll any, as he dunks pioper to attach die recognition, accord recog- 
nition to a lund maintained by an employer whose principal place o< business, isi 
not in India, piovided the piopoition of employees employed outside India 
does not exceed ten per cent. 

(2) Notwithstanding anything contained in clause (b) of rule 4, an em- 
ployee who retains his employment while serving in the armed forces of the 
Union or when taken into or employed in the national service under any law 
for the time being in ioice, may, whether he receives from the employer any 
salary or not, conti lbule to the .mid during his service m the armed foices of the 
Union or while so taken into or employed in the national service a sum not 
exceeding the amount he would have eontiibuteu had he continued to serve the 
employer. 

(3) Notwithstanding anything contained in clause (e) or clause (g) of 
ril*- •! - 


(:*i at the icquest made in writing by the employee who ceases to be an 
.employee ol the employer maintaining the fund, the trustees of the fund may 
consent to retain the whole or any part of the accumulated balance due to the 
employee ) be drawn by him at ar.y time on demand ; 

( b) where the accumulated balance due to an employee who has ceased 
to be a t employee is retained in the fund in accordance with the preceding 
clause, the fund may consist also of interest in respect of such accumulated 
balance. 

(4) Subject to any rule, which the Board may make in this behalf, the 
Commissioner may, in respect of any particular fund, relax the provisions of 
clause (c) of rule 4 

(a) so as to pet mil the p yment of larger contributions by an employer 
to the individual accounts oi employees whose salaries do not in each case exceed 
five hundred rupees per mensem ; and 

(b) so as to permit the crediting by employers to the individual accounts 
of employees ot periodical bonuses or other contributions of a contingent nature 
where the calculation and payment of such bonuses or other contributions is 
provided for on definite *pi maples by the regulations of the fund. 

(5) Notwithstanding anything contained is clause (h) of rule 4, in order to 
enable an employee to pay the amount o' tax assessed on his total income as 
determined under sub-clause (4) of rule 11, he shall be entitled to withdraw 
from the balance to his credit in the recognised provident fund a sum not 
exceeding the difference between such amount and the amount to which he 
would have been assessed if the transferred balance referred to in sub-rule (2) 
of rule 1 1 had not been included in his total income. 

6. Employer’s annual contributions, when deemed to be income received 
by employee.— The portion of the annual accretion in any previous year to 
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the balance at the credit of an employee participating in a recognised provident 
fund as consists of— 

(a) contributions made by (lie employer in excess of ten per cent of the 
salary ot the employee, and 

(b) interest credited on (he balance to the credit of the employee in so 
far as it exceeds one-third of the salary of the employee or is allowed at a rale 
exceeding such rate as may be tixed by the Central Government in this behalf by 
notification in the Official Gazette, 

shall be deemed to have been received by the employee in that previous 
year and shall be included in his total income for that previous year, and shall 
be liable to income-tax. 

7. Exemption for employee’s contributions.— An employee participating 
in recognised provident fund shall, in respect of his own contributions to his 
individual account in the fund in the previous year, be entitled to a deduction 
in the computation of his total income of an amount determined in accordance 
with Section 80C. 

8 . Exclusion from total income of accumulated balance.— 1 he accumu- 
lated balance due and becoming payable to an employee participating in a re- 
cognised provident fund shall be excluded from the computation ot his total 
income— 

(i) if he has rendered continuous service with his employer for a period 
of five years or more, or 

(ii) if. though he has not rendered such continuous service, the service 
has been terminated by reason of the employee's ill-health, or by the contrac- 
tion or discontinuance of_ the employer’s business or other cause beyond the 
control of the employee. * 

9. Tax on accumulated balance. — (1) Where the accumulated balance 
due to an employee participating in a recognised piovident fund is included 
in his total income owing to the provisions of rule 8 not being applicable 
the Income-tax Officer shall calculate the total o; the various sums ot income- 
tax which would have been payable by the employee in respect of his total 
income for each of the years concerned if the fund had not been a recognised 
provident fund, and the amount by which such total of all sums paid by or 
on behalf of such employee by way of tax for such years shall be payable bj 
the employee in addition to any other income-tax for which he may be liable 
for the previous year in which the accumulated balarfce due to him become 
payable. 

(2) Where the accumulated balance due to an employee participating in 
a recognised provident fund which is not included in his total income undei 
the provisions of rule 8 becomes payable, an amount equal to the aggregate 
of the amounts of super-tax on annual accretions that would have been 
payable under Section S8E of the Indian Income-tax Act 1922, ( 11 of 1922), 
for any assessment year up to and including the assessment year 1932-1933, ii 
the Indian Income-tax ( Second Amendment ) Act, 1933, ( 18 of 1933 ), hadi 
come into force on the ISth day of March, 1930, shall be payable by him for 
the previous year in which such balance becomes payable. 
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10. Deduction at source of tax payable on accumulated balance.- -The 
trustees of a recognised provident fund, or any person authorised by the re- 
gulations of the fund to makte payment of accumulated balances due to em- 
ployees, shall, in cases where sub-rule (1) of rule 9 applies at the time an 
accumulated balance due to an employee is paid, deduct therefrom the 
amount payable under that rule and all the provisions of Chapter XVII-B shall 
apply as if the accumulated balance were income chargeable under the head 
"Salaries”. 

11. Treatment of balance in newly recognised provident fund. — (1) Where 

recognition is accorded to a provident fund with existing balances, an account 
‘‘hall be made of the fund up to the day immediately preceding the day on 
which the recognition takes effect, showing the balance to the credit of each 
mployec on such day, and containing Hich further particulars as the Board 
may prescribe. 

(2) The account shall also show in lespect ol the balance to the credit of 

each cmplojee the amount thereof which is to be transiVned to that employee’s 
account in the recognised provident fund, and such »mnmt ( thereinafter callc 1 
the transferred balance ) shall be shown as the balance to his credit in the 
recognised provident fund on the date on which the recognition of the fund 
1 n effect. and ^ub-rule (4) of this rule and sub-rule (5) of ude 5 shall apply 
thereto. / 

(3) Any portion of the balance to the credit of an emplovec in the existing 
fund which is not Iransfened to the ierocp. cd fund , i hall be excluded from 
the accoun , of the recognised fund and shall be liable t > income-tax in 
accordance with the piovisions of this Act. other than this Pait. 

(4) Subject to such rules as the Board ma\ make in this behalf, the 
Tncome-tax Officer shall make a calculation of the aggregate of all sums com- 
prised in a transferred balance which would have been liable to income-tax 
if this Part had been in force from the date of the institut : on of the fund, 
without regard to an\ tax which may have been paid on anv sum. and such 
aggregate ( i f any) shall be deemed to be income receiv'd hv the employee 
in the previous sear in which the recognition of the fund takes effect and 
• hall be included in the emp’oyee’s total income for that previous year, and, 
for the purposes of assessment, the remainder of the transferred balance shall 
be disregarded, but no other exemption or relief, by wav of refund or otherwise, 
shall be granted in lespect of any sum comprised in such transferred balance : 

Provided that, in cases of serious accounting difficult), the Commissioner 
may, subject to the said rules, make a summary calculation o r such aggregate. 

(5) Nothing in this rule shall affect the rights of the persons administering 
an unrecognised provident fund or dealing with it, or with the balance to the 
credit of any individual employee before recognition is accorded, in any 
manner which may be lawful. 

12. Accounts of recognised provident funds.— (1) The accounts of a 
recognised provident fund shall be maintained by the trustees of the fund and 
shall be in such form and for such periods, and shall contain such particulars, 
as the Board may prescribe. 

(2) The accounts shall be open to inspection at all reasonable times by 
Income-tax authorities, and the trustees shall furnish to the Income-tax Officer 
such abstracts thereof as the Board may prescribe. 
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13. Appeals. — (j) An employer objecting to an order of the Commissioner 
refusing to recognise or an order withdrawing recognition from a provident fund 
may appeal, within sixty days or such order, to the Board. 

(2) The appeal shall be in such form and shall be verified in such 
manner and shall be subject to the payment of such fee as the Board may 
prescribe. 

14. Treatment of fund transferred by employer to trustee. — Where an 
employer, who maintains a provident fund ( whether recognised or not ) for the 
benefit of his employees and has not transferred the fund or any portion of it, 
transfers such fund or portion to trustees in trust for the employees participat- 
ing in the fund, the amount so transferred shall be deemed to be of the nature 
of capital expenditure. 

(2) When an employee participating in such fund is paid the accumulated 
balance due to him therefrom, anv portion of such balance as represents his 
share in the amount so transferred to the trustees ( without addition of interest, 
Rnd exclusive of the employee's contributions and interest thereon ) shall, if 
the emplmcr has made effective arrangements to secure th <t tax shall be 
deemed lo be an expenditure bv the emploscr within the meaning of Section 
17, incurred in the previous \car in which the accumulated balance due to the 
employee is paid. 

15. Provisions relating to rules. — (1) In addition to any power conferred 
by this Part, the Board mav make rules — 

fa) prescribing the statements and other information to be submitted 
along with an application for recognition ; 

(b) limiting the contributions to a recognised provident fund by em- 
ployees of a company who are shareholders in the company ; 

fc) providing for the assessment by wav of penalty of anv consideration 
received by an employee for an assignment of. or creating of a share upon, his 
beneficial interest in a recognised provident fund ; 

(d) determining the extent to and the manner in which exemption from 
payment of tax may be granted in respect of contributions and interest credited 
to the individual accounts of employees in a provident fund from which recogni- 
tion has been withdrawn ; and 

(e) generally, to carry out the purposes of this Part and to secure such 
further control over the recognition of povident funds and the administration 
of recognised provident funds as it may deem requisite. 

(2) All rules made under this Part shall be subject to the provisions of 
Section 296. 


PART B 

APPROVED SUPERANNUATION FUNDS 

[ See Sections 2(6), 10(25)(iii), 36UX>v). 80C(2)(e) 192(5), 206(2) | 


1. Definitions. — In this Part, unless the context otherwise requires, 
“employer”, “employee”, “contribution” and “salary” have in relation to super- 
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animation funds, the meanings assigned to those expressions in rule 2 of Part A 
in relation to provident funds. 

<• 

2. Approval and withdrawal of approval. — The Commissioner may accord 
approval to any superannuation fund or any part of a super-annuation fund 
which, in his opinion, complies with the requirements of rule 3, and may at 
any time withdraw such approval, if in his opinion, the circumstances of the 
Tund or part cease to warrant the continuance of the approval. 

(2) Commissioner shall communicate in writing to the trustees of the fund 
the grant of approval with the date on which the approval is to take effect, and, 
where the approval is granted subject to conditions, those conditions. 

(3) The Commissioner shall communicate in writing to the trustees o r the 
fund any withdrawal of approval with the reasons for such withdrawal and the 
date on which the withdrawal is to take effect. 

(4) I he Commissioner shall neither re'crc nor withdraw approval to 
any super-annuation fund oi any part of a super -annual'on fund unless he has 
given the trustees of thai fund a reasonable opportunity of beine heard in the 
matter. 

X Condition; for approval. — In order that a ;>uper-annuation fund may 
receive and retain approval, it shall satisfy the conditions set out below and any 
other conditions which the Board may, by rule*, prescribe — 

(a) the fund shall be a fund established undei an irrevocable trust in 
connection with a trade or undertaking carried on in India, and not less than 
ninety per cent of the employees shall be emp’oyed m India ; 

(b) the fund shall have for its sole purpose the provision^ o<* annuities 
for employees in the trade or undeitaking on their ret : rement at or after a 
specified age or on their beeomme incapacitated prior to such retirement, or 
for the widows, childien or cb pendents of ivoons who me or have been i nch 
employees on the death of those persons ; 

(c) the employer in the trade or undertaking ‘hall be a contributor to 
f he fund ; and 

(d) all annuities, pensions and other benefits granted from the fund 
shall be payable only in India. 

4. Application for approval. — (1) An application for approval of a 
super-annuation fund or part of a super-annuation fund shall be made in writing 
hv trustees of the fund to the Income-tax Officer by whom the employer is 
assessable, and shall be accompanied by a copy of the instrument under which 
(he fund is established and by two copies of the rules and of the accounts of 
the fund for the last year for w'hich such accounts have been made up, but the 
Commissioner may require such further information to be supplied as he thinks 
proper. 

(2) If any alteration in the rules, constitution, objects or conditions of 
the fund is made at any time after the date of the application for approval, the 
trustees of the fund shall forthwith communicate such alteration to the Income- 
tax Officer mentioned in sub-rule (1), and in de f ault of such communication 
any approval given shall, unless the Commissioner otherwise orders be deemed 
to have been withdrawn from the date on which the alteration took effect. 

11-31 
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5. Contribution by employer, when deemed to be income of employer.— 

Where any contributions by an employer ( including the interest thereon, if 
any ) are repaid to the employer, the amount so repaid shall be deemed for the 
purpose of income-tax to be the income of the employer of the previous year 
in which it is so repaid. 

6. Deduction of tax on contributions paid to an employee.— -Where any 
contributions made by an emplover. including interest on contributions, if any, 
are paid to employee during his lifetime, in circumstances other than those 
re f erred to in clause (13) of Section 10, tax on the amounts so paid shall be 
deducted at the average rate of tax at which the employee was liable to tax 
during the preceding three years or during the period, if less than three years, 
when he was a member of the fund and shall be paid bv the trustees to the 
credit of the Central Government nithin the prescribed time and in such manner 
as the Board may direct. 

7. Deduction from pay of an:! contributions on behalf of employee to 
be included in retuno. — Where an "MoJoycr deducts from the emoluments paid 
to an employee or pavs on his behalf any contributions of that employee to an 
approved super-annualion fund, he sh ill include all such deductions or payments 
in the return which he is required to furnish under su^ section (1) of Section 20f» 

8. Appeals.- (1) An employer objecting to an older of the Commissioner 
refusing to accord approyal to a super-annuation ftin'i or an order withdrawing 
such approval may appeal, within sixty days of such order, to the Board. 

(2) The appeal shall he in such form and shall he \ciified in such manner 
and shall he subject to the payment of such fee as may be prescribed. 

9. Liability of pustces on cessation of approval. — If a fund or a part of 
a fund for any reason (ca-cs to be an approved super-annuation fund, the trus- 
tees of the fund shall nevertheless remain liable to tax on any sum paid on 
account of returned conf’ibutions (including interest on contribution, if any), 
in so far as the sum so paid is in respect of contributions made before the fund 
or part of the fund cca'-cd to he an approved super-annuation fund under the 
provisions of this Part. 

10. Particulars to be furnished in respect of super-annuation funds. — 

The trustees of an approved super-annuation fund and any employer who con- 
tributes to an approved siipc-anntntion fund shall, when required bv notice 
from the Income-tax Officer, within such period, not being less than twenty-one 
davs from the date of the notice, as may he specified in the notice, furnish such 
return, statement, particulars or information, as the Income-tax Officer may 
require. 

It. Provision relating to rales. — (1) In addition to any power conferred 
by this Part, the Board may make rules — 

(a) prescribing the statements and other information to be submitted 
along with an application 'for approval ; 

(b) prescribing the returns, statements, particulars, or information 
which the Income-tax Officer may require from the trustees of an approved 
super-annuation fund or from the employer; 

(c) limiting the ordinary annual contribution and any other contribu- 
tions to an approved super-annuation fund by an employer ; 
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(d) providing for the assessment by way of penalty of any consideration 
received by an employee for an assignment of, or creation of a charge upon, 
his beneficial interest in an approved super-annuation fund ; 

(c) determining the extent to, and tlie manner in, which exemption 
from payment ol tax may be granted in respect ol any payment made from a 
super-annuation fund from which approval has been withdrawn ; 

(f) providing for withdrawal of approval in the case of a fund which 
ceases to salisly the requirements of this Part or of the rules made thereunder ; and 

(g) generally, to carry out the purposes of this Part and to secure such 
further control over the approval of super-annuation funds and the administra- 
tion of approved super-annuation funds as it may deem requisite. 

(2) All rules made under this Part shall be subject to the provisions of 
Section 296. 


PART C 

APPROVED GRATUIY FUNDS 

[ See Sections 2(5), 17(1 ;0ii), 36(1 )(v) ] 

1. Definitions. — In this Part, unless the context otherwise requires, ‘"em- 
ployer”, ‘"employee”, “contribution” and ‘"salary” have, in relation to gratuity 
funds, tl e meanings assigned to those expressions in rule 2 of Part A in relation 
to provident funds. 

2. Approval and withdiawal of approval. — (1) The Commissioner may 
accord approval to an> graK .y fund which, in his opinion, complies with the 
requirements of rule 3 and may at any time withdraw such approval if, in his 
opinion, the cneumstanccs o the fund cease to warrant the continuance of the 
approval. 

(2) The Commissioner shall communicate in writing to the trustees of 
the fund the grant of appioval with the date on which the approval is to take 
effect, and where the approval is granted subject to conditions, those conditions. 

(3) The Commissioner shall communicate in writing to the trustees of 
the fund any withdrawal of approval with the reasons for such withdrawal and 
the date on which the withdrawal is to take effect. 

(4) The Commissioner shall neither refuse nor withdraw approval to any 
gratuity fund unless he has g ; ven the trustees of the fund a reasonable oppor- 
tunity of being heard in the matter. 

3. Conditions for Approval— In order that a gratuity fund may receive 
and retain approval, it shall satisfy the conditions set out below and any other 
conditions which the Board may, by rules, prescribe— 

(a) the fund shall be a fund established under an irrevocable trust in 
connection with a trade or undertaking carried on in India and not less than 
ninety per cent of the employees shall be employed in India ; 
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(b) the fund shall have for its sole purpose the provision or a gratuity 
to employees in the trade or undertaking on their becoming incapacitated prior 
to such retirement or on termination of their «empolynicnt after a minimum 
period of service specified in the rules of the fund or to the widows, children 01 
dependents of such employees on their death ; 

(c) the employer in the trade or undertaking shall be a contributor to 
the fund ; and 

(d) all benefits granted by the fund shall be payable only in India. 

4. Application for approvaL — (1) An application for approval of a 
gratuity fund shall be made in writing by the trustees of the fund to the Income- 
tax Officer by whom the employer is assessable and shall be accompaincd by a 
copy of the instrument under which the fund is established and by two copies 
of the rules and ol the accounts of the fund for the last three years for which 
such accounts have been made up. but the Commissioner may require such 
further information to be supplied as he thinks proper. 

(2) If any alteration in the rules, constitution, objects or conditions ol 
the fund is made at any time after the date of the application for approval, the 
trustees of the fund shall forthwith communicate such alterations to the 
Income-tax Officer mentioned in sub-rule (1), and in default of such communi- 
cation, any approval given shall, unless the Commissioner otherwise orders, be 
deemed to have been withdrawn from the date on which the alteration took 
effect. 

5. Gratuity deemed to be salary. — Where any gratuity is paid to an em- 
ployee during his lifetime, the gratuity shall be treated as salary paid to the 
employee for the purposes of this Act. 

6. Liability of trustees on cessation of approval.— If a gratuity fund for 
any reason ceases to be an approved gratuity fund, the trustees of the fund 
shall nevertheless remain - liable to tax on any gratuity paid to any employee. 

7. Contributions by employer, when deemed to be income of 
employer. — When any contributions by an employer (including the interest 
thereon, if any) are repaid to the employer, the amount so repaid shall be deemed 
for the purposes of income-tax to be the income of the employer of the previ- 
ous year in which they are so repaid. 

8. Appeals. — (1) An employer objecting to an order of the Commissioner 
refusing to accord approval to a gratuity fund or an order withdrawing such 
approval may appeal, within sixty days of such order, to the Board. 

(2) The appeal shall be in such form and shall be verified in such manner 
and shall be subject to the payment of such fee as may be prescribed. 

9. Provisions relating to rules. — (1) In addition to any power conferred 
in this Part, the Board may make rule — 

(a) prescribing the statements and other information to be submitted 
along with an application ‘ for approval ; 

(b) limiting the ordinary annual and other contributions of an em- 
ployer to the fund ; 

(c) providing for the assessment by way of penalty of any consideration 
received by an employee for an assessment of, or the creation of a charge upon, 
his beneficial interest in an approved gratuity fund ; 
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(d) providing lor the withdrawal of the approval in the case of a fund 
which ceases to satisfy the requirements of this Part or the rules made 
thereunder ; 

(c) generally to tuny out the purposes of this Part and to secure such 
further control over Ihe appiovul of giatuity funds and administration of gratuity 
funds as it may deem requisite. 

(2) All mles made undei this Part shall he subicct to the provisions of 
Section 296. 


1 HI FIFTH SCHEDULE 

| See Section 33(l)(b)(B)(i) ] 

List of articles and things 

(1) Iron and steel (metal) ferro-alloys and special steels. 

(2) Aluminium, copper, lead and /me (metals). 

(3) c dal, lignite iron ore, bauxite, manganese ote, dolomite, limestone, 
magnesite and mineral oil. 

(4) Industrial machinery specified under the heading “8, Industrial 
machinery ", sub-heading “A. Major items of specialised equipment used in 
specific industries” of the First Schedule to the Industries ( Development and 
Regulation ) Act, 1951. 

(5) Boilers and steam engines and turbines and internal combustion 
engines. 

(6) Flame and drip proof motors. 

(7) Fquipment >or the generation and transmission of electricity includ- 
ing transformation, cables, and transmission towers. 

(8) Machine tools and precision tools ( including their attachments and 
acccssoncs cutting tools and small tools), dies and jigs. 

(9) Ti actors, earth-moving machinery and agi icultural implements. 

(10) Motor trucks and buses. 

(11) Steel castings and forgings and malleable iron and steel castings. 

(12) Cement and refractories. 

(13) Fertiliser, namely, ammonium sulphate, ammonium sulphate nitrate 
(double salt), ammonium nitrate, calcium ammonium nitrate (nitrolime stone), 
ammonium chloride, supper phosphate, urea and complex fertilisers of synthetic 
origin containing both nitrogen and phosphorous, such as ammonium phos- 
phates. ammonium sulphate phosphate and ammonium nitro-phosphate. 

(14) Soda ash. 

(15) Pesticides. 

(16) Paper and pulp, including newsprint. 
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(17) Electronic equipment, namely, radar equipment, computers, electronic 
accounting and business machines, electronic communication equipment, elec- 
tronic control instruments and basic components* such as valves, transistors, 
resistors, condensors, coils, magnetic materials and micro wave components, 

(18) Petrochemicals including corresponding products manufactured front 
other basic raw materials like calcium cat bide, ethyl alcohol or hydrocarbons 
from other sources. 

(19) Ships. 

(20) Automobile ancillaries. 

(21) Seamless tubes. 

(22) Gears. 

(22) Ball, roller and tappered bearings. 

(24) Component parts of the articles mentioned in items Nos (4), (5), (7) 
and (9). that is to say, such pails as are essential lor the working of the machi- 
nery lelcncd to m the items aforesaid and have been given for that purpose 
some specttl shape or quality which would not be essential for their use for 
any other purpose and arc in complete finished form and ready for lilment. 

(25) Cotton seed oil. 

(26) Tea. 

(27) Printing machinery. 

(28) Processed seeds. 

(29) Processed concentrates for cattle and poultry feed. 

(30' Processed (including frozen) fish products. 

(31) Vegetable oils and oil-cakes manufactured by the solvent extraction 
process from seeds other than cotton seed. 

(32) Textiles, ( including those dyed, printed or otherwise processed ) 
made whohy or mainly of cotton, including cotton yarn, hosiery and rope. 

(33) Textiles ( including those dyed, printed or otherwise processed ) 
made wholly or mainly of jute, including jute twine and jute rope. 


THE SIXTH SCHEDULE 
| See Sections 80B(7), 80-1 and 80M j 

List of articles and things 

(1) Iron and steel (metal), ferro-alloys and special steels. 

(2) Aluminium, copper, lead and zinc (metals). 

(3) Coal, lignite, iron ore, bauxite, manganese ore, dolomite, limestone, 
magnesite and mineral oil. 

(4) Industrial machinery specified under the heading “8. Industrial 
machinery sub-heading “A. Major items of specialised equipment used in 
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specific industries” of the First Schedule to the Industries (Development and 
Regulation) Act, 1951 (65 pi 1951). 

(5) Boilers and steam generating plants, ‘team engines and turbines and 
internal combustion engines. 

(6) Flame and drip proof motors. 

(7) Equipment for the generation and transmission of electricity includ- 
ing transformers, cables, and transmission towers. 

(8) Machine tools and precision tools ( including their attachments and 
accessories, cutting tools and small tools ), dies and jigs. 

(9) Tractors, earth-moving machinery and agricultural implements. 

(101 Motor trucks and buses. 

(Ill Steel castings and forgings and malleable iron and steel castings. 

(12) Cement and refractories. 

(1 3> Fertilisers, namely, ammonium sulphate, ammonium sulphate nitrate 
(double salt \ ammonium nitrate calcium ammonium niiiatc ( nitrolime sione 1, 
ammonium chloride, super phosphate urea and complex fertilisers o r synthetic 
ennui containing both nitiopcn and pltophorous such as ammonium phos- 
phate-, ammonium sulphate phosphate and ammonium nitro phosphate. 

(14) Soda ash. 

(!5) Pesticides. 

( I (') D aper and pulp including newspaper 

(17) Electronic equipment, numelv tula- equipment, computers, electronic 
accounting and business machines. clcc|r<,mc communication equipment, clec- 
tionic control instruments and banc components, such as valves transistors, 
rcristois. c'ondensors coils, magnetic materials and micro w'ave components. 

(15) Petiocliemicals inc' uline coricsponding product-, manufactured from 
othc b.uic raw m iterials like calcium carbide, ethyl alcohol or hydrocarbons 
fiom other sources. 

(I 1 )) Ships. 

(20) Automobile ancillarics. 

(2.1) Seamless tubes. 

t?" 1 ) Gears. 

(23) Ball, roller and tapered bearings. 

(74) Component putts of the articles mentioned m items Nos (4), (5), (7) 
and (')) that is to say. such parts as are essential for the working of the machi- 
mrv referred to in the items aforesaid and have been given for that purpose 
some special shape or quality which would not be essential for their use for 
any other purpose and are in complete finished form and ready for fitment. 

(25) Cotton seed oil. 

(26) Tea. 

(27) Printing machinery. 

(28) Proceessed seeds. 



THE COMPANIES (PROFITS) SURTAX ACT, 1964 

(Act No. 7 of 1964) 

[ As amended up to the 30th June, 1970] 

BE it enacted by Parliament in the Fifteenth Year of the Republic of India 
as follows : 

1. Short title and extent. — (1) This act may be called the Companies 
(Profits) Surtax Act, 1964. 

(2) It extends to the whole of India. 

2. Definitions. — In this Act, unless the context otherwise requires, - 

(1) "assessee" means a person by whom surtax or any other sum of 
money is payable under this Act and includes every person in respect of whom 
anv proceeding under this Act has been taken for the assessment of his charge- 
able profits or of the amount of round due to him o: of the chargeable pioiils 
of any other person in respect of which he is assewble or of the amount of 
refund due to such other person : 

( 2 ) “assessment" includes re-assessment ; 

Hi “assessment year" means the period of twchr months commencin'’ on 
the 1st day of April, every year; 

(4) “Board” means the Central Board of Direct taxes constituted under 
the Central Boards of Re\enue Act. 1963 ; 

(3) "chargeable profits" means the total income of an assessce computed 
under the Income-tax Act 1961 for any previous year or years, as the case nui) be, 
and adjusted in accordance with the provisions of the FirM Schedule ; 

(6) "Income-tax Act" means the Income-tax Act, 1961 ; 

(7) "prescribed" means prescribed by rules made under this Act ; 

(8) "statutory deduction" means an amount equal to ten per cent of the 
capital of the company as computed in accordance with the provisions of the 
Second Schedule, or an amount of two hundred thousand rupees, whichever is 
greater : 

Provided that where the previous year is longer or shorter than a period 
of twelve months, the aforesaid amount of ten per cent or. as the case may be. 
of two hundred thousand rupees shall be increased or decreased proportionately ; 

Provided further that where a company has different previous years in 
respect of its income, profits and gains, the aforesaid increase or decrease, as 
the case may be, shall be calculated with reference to the length of the previous 
year of the longest duration ; and 

(9) all other words and expressions used herein but not defined and 
defined in the Income-tax Act shall have the meanings respectively assigned to 
them in that Act. 

3. Tax authorities. — (1) Every Director of Inspection, CommiSvSioner 
of Income-tax Appellate Assistant Commissioner of Income-tax, Inspecting 
Assistant Commissioner of Income-tax, Income-tax Officer and Inspector of 
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thi^Act^K he^as^and n^f P °^ ers and P cr ^ orm the like functions, under 

ol his cowers and tht Z f 0 ^ Undc , r the Income 'tax Act, and for the exercise 

Act wiH be the same • P [ for “ ance of h,s functions, his jurisdiction under this 
Act will be the same as he has under the Income-tax Act. 

observe and foMow^th ^ *T S ° nS emp,oycd in the execution of this Act, shall 
observe and follow the orders, instructions and directions of the Board : 

Provided that no such orders, instruction or directions shall be giveif ‘so 
as to interfere with the discretion of the Appellate Assistant Commissioner in 
the exercises of the appellate functions. 


ii >^ VCr y ^ ncofTlc “ lax Officer, employed in the execution of this Act, 
shall obscivc and follow the orders, instructions and directions issued for his 
ruidancc hv the Director of Inspection or bv the Commissioner or by the 
Inspecting Assistant Commissioner undo uho^c hirsdiclion he performs his 
functions. 


4. Cliaige of lax. Snb,ra to the provisions < omened in this Act, there 

‘diall be charged on c\cry m'opnpv for everv ;k*c, mept ycai commencing on 
and from the fust dnv of A rib !%1. a I' x (in t!n> Act referred to as the 

sin lax) in icspcct of so nuicli of c'i ;« 1 1 w d b* pi of ii^ o( the picvious year or 

mt. f > \ears, as the case m *y he, as c^ced sbilrtoiy deduction, at rate or 
ulcs mfied in the Third Schedule. 

5. Fetum of chargeable profits. — (I) fp the case of every company whose 

chargeable profits assessable under this A 1 weeded dm me the previous year 
the amount of stat'Uoiv dcduiOon. its prinopal office, ci in the case o c a non- 
resident company any person has been tie ‘ted a-, its agent under Section 163 
of the T neome-tax Act, such person, shall furnish a return of the chargeable 

I Milits of the company during the picvious jcai in ihe prescribed form and 

verified in the prescribed manner and netting frith such other particulars as 
may be prescribed, before the ?0lh day o* c cp < cmbcr of the assessment year : 

Pr< sided that on an unol.calion made in this behalf, the Income-tax Officer 
may in his direction, extend jbe dale for the ‘mnish ng of the return. 

p) In the case of any company vhich in the income-tax Officer’s opinion 
is assessable under this Act, the Income-tax Officer mav before the end of the 
relevant assessment year, serve a notice upon its principal officer, or where in. 
the case of a non-resident company any person has been treated as its agent 
under Section 163 of the Income-tax Act, upon such person, requiring him to 
furnish within thirty days from the date of service of the notice a return of the 
chargeable profits o f the company during the previous year in the prescribed 
form verified in the prescribed manner and setting forth such other parti- 
culars as may be prescribed : 

Provided that on an application made in this behalf, the Income-tax Officer 
may, in his discretion extend the date for the furnishing of the return. 

(3) Any asscssee who has not furnished a return during the time allowed 
under sub-section (V, or sub-section (2), or having furnished a return under 
sub-section (P or sub-section (2) discovers anv omission or wrong statement 
thereto. may furnish a return or a revised return, as the case may be, at any 
time before the assessment is made. 

6. A^^uient.— (D For the purposes of making an assessment under 
this Act. the Income-tax Officer may serve on any person who has furnished a 

II— 32 
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return under sub-section (1) of Section 5 or upon whom a notice has been 
served under sub-section (2) of Section 5 ( whether a return has been furnished 
or not ) a notice requiring him on a date therein »to be specified to produce or 
cause to be produced such accounts or documents or evidence as the Income- 
tax Officer may require for the purpose of this Act and may, from time to time, 
serve further notices requiring the production of such further accounts or docu- 
ments or other evidence as he may require. 

(2) The Income-tax Officer, after considering such accounts, documents 
or evidence, if any, as he has obtained under sub-section (1) and after taking 
into account any relevant material which he has gathered, shall, by an order in 
writing, assess the chargeable profits, and the amount of surtax payable on the 
basis of such assessment. 

7. Provisional assessment. — (l) The Income-tax Officer, before proceeding 
to make an assessment under Section 6 ( in this section referred to as the regular 
assessment ) may, at any time a' ter the expiry of period allowed under sub- 
section (1) or sub-section (2) of Section 5 for the furnishing of the return and 
whether the return has or has not been furnished, proceed to make in a summary 
manner a provisional assessment of the chargeable profits and the amount of 
the surtax payable thereon ; 

(2) Before making such provisional assessment, the Income-tax Officer 
shall give notice in the prescribed form to the person on vhom the pmvisional 
assessment is to be made of his intention to do so. ami shall with the notice 
forward a statement of the amount of the proposed assessment, and the said 
rerson shall be entitled to deliver to the Income-tax Officer at any time within 
fourteen days of the service of the said notice a statement of his objection, if 
any, to the amount of the proposed assessment. 

(3) On expiry of the said fourteen days from date of service of the 
notice referred to in sub-section f2), or earlier, if the asscssec agrees to the 
proposed provisional assessment the Income-tax Officer may, a r ter taking into 
account the objections, if any, made under sub-section P). make a provisional 
assessment and shall furnish a copy of the order of the assessment to the 
assessee : 

Provided that assessment to the amount of the provisional assessment, or 
failure to make objection to it, shall in no way prejudice the assessee in relation 
to the regular assessment. 

(4) There shall be no right of appeal against provisional assessment made 
under this section. 

(5) After a regular assessment has been made any 'amount paid or deemed 
to have been paid towards the provisional assessment made under this section 
shall be deemed to have been paid towards the regular assessment : and where the 
amount paid or deemed to have been paid towards the provisional assessment 
exceeds the amount payable under the regular assessment, the excess shall be 
refunded to the assessee. 

8. Profits escaping assessment. — If— 

(a) the Income-tax Officer has reason to believe that by reason of the 
omission or failure on the part of the assessee to make a return under Section 
5 for any assessment year or to disclose fully and truly all material facts 
necessary for his assessment for any assessment year, chargeable profits for that 
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year have escaped assessment or have been under-assessed or assessed at too 
low a rate or have been made, the subject of excessive relief under this Act, or 

(b) notwithstanding that there has been no omission or failure as 
mentioned in clause (a) on the part of the assessce, the Income-tax Officer has 
in consequence of information in his possession reason to believe that chargeable 
profits assessable for any assessment year have escaped assessment or have been 
under-assessed or assessed at too low a rate or have the subject of excessive 
rebel under this Act, 

he may, in cases falling under clause (a) at any time and in cases falling 
under clause (b) at any time within lour years of the end of that assessment 
year serve on the assessee a notice containing all or any of the requirements 
which may be included in a notice under Section 5, and may proceed to assess or 
reassess the amount chaigeable to surtax, and provisions of this Act shall so 
far as may be, apply as if the notice were a notice issued under that section. 

9. Penalties. — If the Income-tax Olhcer, in the course of any proceedings 
under this Act, is satisfied that any person has, without reasonable cause, failed 
to furnish the return required under Section 5, or to produce or cause to be 
produced the accounts, documents or other evidence required by the Income-tax 

or under sub-section (1) of Section 6, or has concealed the particulars of 
the cnargeable profits or has furnished inaccurate particulars of such profits, he 
may direct that such person shall pay, by way of penalty, in addition to the 
amount of surtax payable, a sum not exceeding— 

(a' where the person has failed to fuinish the return required under 
Section 5. the amount of surtax payable ; 

fb) in any other case, the amount of surtax which would have been 
avoidcu if the return made had been accepted as correct : 

Provided that the Income-tax Officer shall not impose any penalty under 
this section without the previous authority of the Inspecting Assistant Commi- 


ssioner. 

10. Opportunity of being heard.— No order imposing a penalty under 
Section 9 shall be made unless the assessee has been given reasonable oppor- 
tunity of being heard. 

11. Appeals to the Appellate Assistant Commissioner. — (1) Any person 
objecting to the amount of surtax for which he is liable as assessed by the 
Income-tax Officer or denying his liability to be assessed under this Act or 
objecting to any penalty or fine imposed by the Income-tax Officer, or to the 
amount allowed by the Income-tax Officer by way of any relief under any 
provisions of this Act, on to any refusal by the Income-tax Officer to grant relief 
or to an order of rectification or amendment having the effect of enhanching the 
assessment or reducing the refund, or to an order refusing to allow the claim 
made by the assessee for a rectification under Section 13 or amendment under 
Section 14 may appeal to the Appellate Assistant Commissioner. 

(2) Every appeal shall be in the prescribed form and shall be verified in 

the prescribed manner. , , 

(3) An appeal shall be presented within thirty days of the following date. 


that is to say— . . „ 

fat where the appeal relates to assessment or penalty or fine, the date 
of service of the notice of demand relating to the assessment of penalty or 


fine, or 
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(b) in any other case, the date on which the intimation of the order 
sought to be appealed against is served : 

Provided that the Appellate Assistant Commissioner may admit an appeal 
after the expiration of the saiJ period if he is satisfied that the appellant had 
sufficient cause tor not presenting it within that period. 

(4) The Appellate Assistant Commissioner shall hear and determine the 
appeal and, subject to the provisions of this Act, pass much orders as he thinks 
At and such orders may include an order enhancing the assessment or penally ; 

Provided that an order enhancing assessment or penalty shall not be made 
unless the person affected thereby has been given a reasonable opportunity of 
showing cause against such enhancement. 

(5) The procedure to re adopted in the hearing and determination of the 
appeals shall, with any necessary modification, be in accordance with the proce- 
dure applicable in relation to income-tax. 

12. Appeals to Appellate Tribunal. — ( 1 ) Any assessce aggrieved by an order 
passed by a Commissioner undir Section 16. or an ordei passed by an Appellate 
Assistant Commissioner under any provision o this Act. may appeal to the 
Appellate Tribunal against suen order. 

(2) The Commissioner may, if he objects to any order passed by the 
Appellate Assistant Commissioner under any provisions of this Act, direct the 
Income-tax Officer to appeal to the Appellate Tribunal against the order. 

C3) Every appeal under sub-section (1) or sub-section (2) shall be filed 
within sixty days of the date on which the order sought to be appealed against 
is communicated to the assessce or to the Commissioner, as the case may be. 

(4) The Income-tax Officer or the assessce, as the ease may be, on receipt 
of notice that an appeal against the order of the Appellate Assistant Commi- 
ssioner has been preferted under sub-section (1) or sub-section (2> by the other 
party may. notwithstanding that he may not have appealed against such order 
or any part thereof within thirty days of the receipt of the notice. Ale a memo- 
randum of cross-objection, verified in the prescribed manner, against any part 
of the order of the Appellate Assistant Commissioner and such memorandum 
shall be disposed of by the Appellate Tribunal as i r it were an appeal presented 
within the time specified in sub-section (3). 

(5) The Appellate Tribunal may admit an appeal or permit the Aling of a 
memorandum of cross-objections after the expiry of the relevant period referred 
to in sub-section (3) or sub-section (4), if it Is satisfied that there was sufficient 
cause for not presenting it within that period. 

(6) An appeal to the Appellate Tribunal shall be in the prescribed form 
and shall be verified in the prescribed manner and shall except in the case of an 
appeal referred to in sub-section (2) or a memorandum of cross-objections 
referred to in sub-section (4), be accompanied by a fee of one hundred rupees. 

(7) Subject to the provisions of this Act, in hearing and making an order 
on any appeal under this section, the Appellate Tribunal shall exercise the same 
powers and follow the same procedure as it exercise and follow in hearing and 
making an order on any appeal under the Income-tax Act. 

13. Rectification of mistakes. — (1) With a view to rectifying any mistake 
apparent from the record the Commissioner, the Income-tax Officer, the 
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Appellate Assistant Commissioner and the Appellate Tribunal may, of his or 
its, own motion or an application by the assessee in this behalf, amend any 
order passed by him or it iif any proceeding under this Act within four years 
ol the date on which such order was passed. 

(2) An amendment which has the clieci of enhancing the assessment or 
reducing a rclund or otherwise increasing the liability oi the assessee shall not 
be made under this section unless the authority concerned has given notice to 
the assessee of its intention so to do and has allowed the assessee a reasonable 
opportunity of being heard. 

(3) Where an amendment is made under this section, the order shall be 
passed in writing by the authority concerned. 

(4) Subject to the other provisions of this Act, where any such amend- 
ment has the cflect of reducing the avsessnient, the Income-tax Oliicer shall 
make any refund which may be due to such assessee. 

(5) Where any such amendment has the effect ol enhancing the assessment 
or reducing the refund already made, the Income-tax Officer shall serve on the 
assessee a notice of demand in the prescribed form specifying the sum payable. 

‘4. Other amendment. — Where as a result of any order made under 
Section 154 or Section 155 of the Income-tax Act, it is necessary to recompute 
the chargeable profits determined in assessment under this Act, the Income- 
tax Officer may proceed to iccompule the chargeable profits, and determine the 
surtax p; 'able or rc.undablc on the basis of such recomputalion and make the 
necessary amendment and the provisions of Section 13 shall, so far as may be, 
apply thereto, the period of four years specified in sub-section (1) of that section 
being iccknoned from the date of the order passed under the aforesaid sections 
of the Income-tax Act. 

15. Surtax deductible in computing distributable income under income- 
tax Act. — Notwithstanding anything contained in clause (i) of Section 109 of 
the Income-tax Act, in computing the distributable income of a company for 
the purposes o.' Chaplci Xl-D of the Act the surtax payable by the company 
for any assessment year shall be deductible from the total income of the com- 
pany assessable for that assessment year. 

16. Revision of orders prejudicial to revenue. — (1) The Commissioner 
may call for and examine the record of any proceeding under this Act, and if he 
considers that any order passed therein by the Income-tax Officer is erroneous in 
so far as prejudicial to the interests of the revenue, he may after giving the 
assessee an opportunity of being heard and after making or causing to be made 
such inquiry as he deems necessary, pass such order thereon as the case justify, 
including an order enhancing or modifying the assessment, or cancelling the 
assessment and directing a fresh assessment. 

(2) No order shall be made under sub-section (1) — 

(a) to revise an order of re-assessment made under Section 8, or 

(b) after the expiry of two years from the date of the order sought to 
be revised. 

(3) Notwithstanding anything contained in sub-section (2). an order in 
revision under this section may be passed at any time in the case of an order 
which has been passed in consequence of, or to give effect to, any finding or 
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direction contained in an order of the Appellate Tribunal, the High Court or 
the Supreme Court. 

Explanation. — In computing the period of limitation for the purposes <»; 
sub-section (2), any period during which any proceeding under this section is 
stayed by an order or injunction of any court shall be excluded. 

17. Revision of orders by Commissioner. — (1) The Commissioner either 
of his own motion or an application by the assesscc for revision, call for the 
record of any proceeding under this Act which has been taken by an Income-tax 
Officer or Appellate Assistant Commissioner subordinate to him and may make 
such inquiry or cause such inquiry to be made and. subject to the provision of 
this Act, may pass such order thereon, not being an order prejudicial to the 
assessee, as he thinks tit. 

(2) The Commissioner .shall not o' his own motion revise any order under 
this section if the order has been made more than one year previously. 

(3) In the case of an application for revision under this section by the 
assessee. the application shall be made within one year !rom the date on which 
the order in question was communicated to him or the date on which he other- 
wise came to know of it, whichever is earlier : 

Provided that the Commissioner may. if he is satisfied that the assessee 
was prevented by sufficient cause from making the application within that 
period, admit an application made after the expiry of that period. 

(4) The Commissioner shall not revise any order under this section in the 
following case : 

(a) where an appeal against the order lies to the Appellate Assistant 
Commissioner or to the .Appellate Tribunal but has not been made and the 
time within which such appeal may be made has not expired, or in the case of 
an appeal to the Appellate Tribunal, the assessee has not waived his right of 
appeal ; or 

(b) where the order is pending on an appeal before the Appellate 
Assistant Commissioner ; or 

(c) where the order has been made the subject of an appeal to the 
Appellate Tribunal. 

(5) Every application by an assessee for revision under this section shall 
be accompanied by a fee of twenty-five rupees. 

Explanation 1. — An order by the Commissioner declining to interfere shall 
for the purposes of this section, be deemed not to be an order prejudicial to the 
assessee. 

Explanation 2. — For the purposes of this section, the Appellate Assistant 
Commissioner .shall be deemed to be an authority subordinate to the 
Commissioner. 

18. Application of provision* of Income-tax Ad. — The provisions of 
the following sections and Schedules of the Income-tax Act and the Income- 
tax (Certificate proceeding) Rules, 1962, as in force from time to time, shall apply 
with such modifications, if any, as may be prescribed, as if the said provisions 
and the rules referred- to surtax instead of to income-tax : 



COMPANIES ( PROFITS ) SURTAX ACT, 1964 255 

2(44), 118, 125, 129, 130, 130A, 131, 132, 132A, 133 to 136 (both inclusive), 
138, 140, 156, 160, 161, 162, 163, 166, 167, 170, 173, 175, 176, 178, 179, 220 to 
229 ( both inclusive ) 231, 232* 233, 237 to 242 ( both inclusive ), 244, 245, 254 to 
262 (both inclusive ), 265, 266, 268, 269, 281, 283, 284, 287, 288, 288A, 288B, 
289 to 293 ( both inclusive ), the Second Schedule and the Third Schedule : 

Provided that reference in the said provisions and the rules to the “assessee” 
shall be construed a reference to an assessee as defined in this Act, 

19. Income-tax papers to be available for the purposes of this Act. — 

(1) Notwithstanding anything contained in the Income-tax Act, all information 
contained in any statement or return made or furnished under the provisions of 
that Act or obtained or collected for the purposes of that Act may be used for 
the purposes of this Act. 

(2) All m'ormation contained in any statement or return made or furnished 
under the previsions of this Act or obtained or collected for the purposes of 
this Act may be used for purposes of the Income-tax Act. 

20. Failure to deliver returns, etc. — If any person fails without reasonable 
cause to furnish in due time any return under sub-sccMon (2) of Section 5. or 

^ ■ .'use, or cause to be produced any accounts or documents required to be 
prodi«_t_ J under Section 6, lie shall be punishable with fine which may extend 
to five hundred rupees and with a further fine which may extend to ten rupees 
for every day during which the default continues. 

21. Fal*e statements. — If a person makes in any return furnished Under 
Section S any statement which is false, and which he either knows or believes 
to be false, or does not believe to be true, he shall be punishable with simole 
impiisonnient which may extend to six months, or with fine which may extend 
to one thousand rupees, or with both. 

17 . Abetment of false returns, etc. — If a person makes or induces in any 
manner anolhci nerson to make and delicer any account, statement or declara- 
tion relating to changeable profits liable to surtax which is false and which he 
'ithcr knows to be false or does not believe to be true, he shall be punishable 
with simple imprisonment which mav extend to six months, or with fine which 
may extend to one thousand rupees, or with both. 

23. Institution of proceedings and composition of offences. — Cl) A person 
shall not he proceeded aeainst for an offence under Section 20 or Section 
71 or Section 22 or under the Indian Penal Code except at the instance of the 
Commissioner. 

(2) The Commissioner may, either before or after the institution of 
proceedings compound any offence punishable under Section 20 or Section 21 or 
Section 22. 

24. Power to make exemption, etc. in relation to certain Union 
territories. — If the Central Government considers it necessary or expedient so 
to do for avoiding any hardship or anomaly or removing anv difficulty that 
mav arise as a result of the application of this Act to the Union territories of 
Dadra and Nagar Haveli, Goa, Daman and Diu and Pondicherry, the Central 
Government mav, bv general or special order, make an exemption, reduction 
in rate or other modification in respect of surtax in favour of any class pf 
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asses sees or in regard to the whole or any part of the chargeable profits of any 
class of assessees. 

24A. Agreement with foreign countries. — The Central Government may 
enter into an agreement — 

(a) with the Government of any country outside India for the granting 
of relief in respect of chargeable profits on which have been paid both surtax 
under this Act and tax a similar character or income-tax on such profits in 
that country or 

(b) with the Government of any country outside India for the avoidance 
of double taxation of chargeable profits under this Act and under any law 
relating to the taxation of income or profits in force in that country. 

25. Power to make rules. — (I) The Board may subject to the control of 
the Central Government, by notification in the Official Gazette, make rules for 
carrying out the purposes of this Act. 

(2' In particular, and without prejudice to the generality of the foiegoing 
power, such rules may provide for all or any of the following matters, namely 

(a) the form in which returns under Section 5 may he furnished and the 
manner in which they be verified ; 

(b) the form in which notice for making provisional assessment shall be 
given ; 

(c) the form in which appeals under Section II or Section 12 may be- 
filed and the manner in which they shall be verified ; 

(d) the procedure to be followed on applications for (edification of 
mistakes and applications for refunds ; 

(c) any other matter which by this Act is to be or may be prescribed. 

(3) The Centra) Government shall cause every rule made under this 
section to be laid as soon as may be after it is made before each House tf 
Parliament while it is a session for a total period of tl.iity days, which may be 
comprised in one session or in two successive sessions, and before the expiry 
of the session in which it is so laid or the session immediately following, both 
Houses agree in making any modification in the rule or both Houses agree that 
the rule should not be made, that rule shall thereafter have effect only in such 
modified form or be of no effect, as the case may be, so however, that any such 
modification or annulment shall be without prejudice to the validity of anything 
previously done under that rule. 

26. Saving. — Nothing contained in this Act shall apply to any company 
which has no share capital. 


THE FIRST SCHEDULE 
[ See Sedion 2 (5) ] 

Rules for computing die changeable profits. 


In computing the chargeable profits of a previous vear. total income 
computed for that year under the Income-tax Act shall be adjusted as follows : 
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pr ? fit . s f" d ? ains and other sums falling within the following 
clauses shall be excluded from such total income, namely- 


(i) any income chargeable under the Income-tax Act under the head 

Capital gains”; 

(ii) any compensation or other payment as referred to in clause (ii) of 
Section 28 of the Income-tax Act ; 

(iii/ Profits and gains of any business of life insurance ; 

(iv) any income referred to in sub-section (2) of Section 41 of the 
Income-tax Act ; 


(v) the amount ol profits and gains derived from an industrial under- 
taking or hotc 1 , on which under Section 84 of the Income-tax Act, 
income-tax is not payable ; 

(vi, income chargeable under the Tncome-tax Act under the head 
Intcicst on securities" derived from any security of the Central 
Government issued or declared to be income-tax free or from any 
sccuiily of a Slate Government issued income tax free, the income- 
tax whereon is payable by the State Government ; 

(vii) any sum in respect of which a deduction of income-tax is allowed 
under provisions of Section 88 of the Income-tax Act; 


(vni ) income by way of dividends from an Indian company or a conn- 
pain which has made the prescribed arrangement for the declara- 
tion and payment of dividends within India ; 


(ix) income by way of royalties received from Government or a local 
authority or any Indian concern ; 

(x) in l ho case of a non-resident company which has not made the 
prescribed arrangements for the declaration and payment of divi- 
dends within IHia, its income by way of any interest or fees for 
rendering technical services received from the Government or a 
local authority or any Indian concern ; 

(M) in the case of a banking company — 


(a) any sum which during the previous year is transferred by it to a 
reserve fund under sub-section (1) of Section 17 of the Banking Companies Act, 
1949 or is deposited by it with the Reserve Bank of India under sub-clause (ii) 
of clause (b) of sub-section (2) of Section 11 of that Act, not exceeding the 
amount required under the aforesaid provisions to be so transferred or deposited 
as the case may be, or 

(b) any sum transferred by it during the previous year to any reserves 
in India including reserves not shown as such in its published balance-sheet in 
so far as the sums transferred to such reserves are attributable to income charge- 
able to tax under the Income-tax Act and have not been allowed as a deduction 
in computing its total income under that Act in so far as the aggregate of such 
sums does not exceed the highest of the aggregate of such sums, if any, so trans- 
ferred during any one of the three years prior to the previous year, 

whichever is higher; 

(xii) the amount of any deduction from the income-tax chargeable on 
the total income allowed under the annual Finance Act in connec- 
tion with export of any goods or merchandise out of India or the 


n-33 
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sale by a manufacturer of any articles to any person who exports 
them out of India. 

2. The balance of the total income arrived at after making the exclusions 
mentioned in rule 1 shall be reduced by — 

(i) the amount of income-tax payable by the company in respect of 
its total income under the provisions of the Income-tax Act after making allow- 
ance for any relief, rebate or deduction in respect of income-tax to which the 
company may be entitled^ under the provisions of the said Act or the annual 
Finance Act, and after excluding from such amount — 

(a) the amount of income-tax, if any. payable by the company in respect 
of any income referred to in clause (i) or clause (ii) or clause (iii) or clause (vin) 
of rule 1 included in the total income ; 

(b) the amount of income-tax. if any, payable by the company under the 
provisions of the annual Finance Act with reference to the relevant amount of 
distributions of dividends by it. 

Explanation. — In this sub-clause, the expression “the relevant amount of 
distributions of dividends” has the meaning assigned to it in the Finance Act 
of the relevant year. 

(ii) in the case of a company which has been charged to tax in a 
country outside India on any portion of its income, profits and gains included 
m its total income as computed under the Income-tax Act, the tax actually paid 
in respect of such income, profits and gains in the said country in accordance 
with the laws in force in that country after allowance of every relief due under 
the said laws : 

Provided that the aforesaid reduction shall not be allowed unless the 
assessee produces evidence of the fact of the payment of the aforesaid tax in 
that country. 

(c) the amount of income-tax, if any, payable by the company under 
Section 104 of the Income-tax Act. 

Explanation. — In relation to the assessment year commencing on the 1st 
day of April, 1964, the reference in this sub-clause to “income-tax” shall be 
construed as a reference to super-tax. 

3. The net amount of income calculated in accordance with rule 2 shall 
be increased by the aggregate of — 

(i) the amount of any interest payable by the company in respect 
of its debentures or moneys referred to in clause (v) of rule 1 of the Second 
Schedule for the previous year relevant to the assessment year allowed as a 
deduction in computing its total income ; 

(ii) any expenditure incurred on account of commission, entertain- 
ment and advertisement, to the extent such expenditure, in the opinion of the 
Income-tax Officer, is excessive having regard to the circumstances of the case ' 

Provided that the previous authority of the Inspecting Assistant Commis- 
sioner is obtained for holding such expenditure to be excessive. 



THE SECOND SCHEDULE 


[ See Section 2 (8) ] 

Rules for computing the capital of a company for the purpose of surtax. 

1. Subject to the other provisions contained in this Schedule the capital 
of a company shall be the aggregate of the amounts, as on the first day of the 
previous year relevant to the assessment year, of— 

0) its paid-up share capital ; 

(ii) its reserves, i f any, created under the proviso (b) to clause (vib> 
of sub-section (2) of Section 10 of the Indian Income-tax Act, 1922 or under 
sub-section (3) of Section 34 of the Income-tax Act, 1961 ; 

fiii) its other reserves as reduced by the amounts credited to such 
reserves as have been allowed as a deduction in computing the income of the 
conip.inv for the purposes of the Indian Income-tax Act. 1922 or the Income-tax 
Aci. i%1 ; 

(iv) its debentures, if any ; and 

(v) any moneys borrowed by it from Government or the Industrial 
Finance f’orporation of India or the Industrial Credit and Investment Corpo- 
ration of India or any other financial institution which the Central Government 
may notify in this behalf in the Official Ga7ettc or any banking institution ( not 
being a financial institution as aforesaid ) or any person in a country outside 
India : 

Provided that such moneys are borrowed for the creation of a capital asset 
in India and the agreement under which such moneys are borrowed provides 
for the repayment thereof during a period of not less than seven years. 

Explanation. — For the removal of doubts it is hereby declared that any 
amount standing to the credit of any account in the books of a company as on 
the first day of the previous year relevant to the assessment year which is of 
the nature of item (5) or item (6) or item (7) under the heading “RESERVE 
AND SURPLUS" or of any item under the heading “CURRENT LIABILITIES 
AND PROVISIONS” in the columns relating to “LIABILITIES" in the “FORM 
OF BALANCE SHEET” given in Part I of Schedule VI to the Companies Act, 
1956 ( 1 of 1956 ). shall not be regarded as a reserve for the purposes of compu- 
tation of the capital df a company under the provisions of this Schedule. 

2. Where a company owns any assets the income from which in accord- 
ance with clause (iii) or clause (vi) or clause (viii) of rule 2 of the First Schedule 
is required to be excluded from its total income in computing its chargeable 
profits the amount of its capital as computed under rule 1 of this Schedule shall 
b©. diminished by the cost to it of the said assets as on the first day of the 
previous year relevant to the assessment year in so far as such cost exceeds the 
aggregate o ' — 

(i) any moneys borrowed J other than the debentures referred to in 
clause (iv) or moneys referred to in clause (v) of rule 1 ] and remaining out- 
standing as on the first day of the said previous year : and 
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(ii) the amount of any fund, any surplus and any such reserve as i<| 
not to be taken into account in computing the capital under rule 1. * 

Explanation 1. — A paid-up share capital or reserve brought into existence 
by creating or increasing ( by revaluation or otherwise ) any book asset is not 
capital for computing the capital of a company for the purpose of this Act. 

Explanation 2. — Any premium received in cash by the company on the 
issue of its share standing to the credit of the share premium account shall be 
regarded as forming part of its paid-up share capital. 

Explanation 3. — Where a company has different previous years in respect of 
it', income, profits and gains, the computation of capital under rules I, 2 and 
3 shall be made with reference to the ptcvious year which commenced first 

3 Where after the first da\ of the picvious year relevant to the assess- 
ment year the capita! of a comp my as computed in accordance with the foie- 
gomg rules ot this Schedule is increased b\ any amount dnrine that previous 
year on account of increase of paid-un sfiaie capitil or issue of debenture, 
oi borrowing of any moneys re‘erred to in iluoe (\ of nde I or is lediued b\ 
any amoun< on account of reduction of | aid-up shaie c ipu d or redempinn o' 
anv debentures or repayment of any such moneys, such cap'* d 'lull be immsi I 
oi reduced is the case may be. by a sum which bears to that amount ibe 
same pr 'portion as the number ol da\s of the previous yens durum uhuh 
the increase or (he reduction remained effective beai to tlu total numbei . I 
class in that previous year 

4 Where a part of the income, profits and cams cf ,t company is not 
includible in its total mum* as computed under the Income tax Act its c.ipit il 
shall be the sum u'ccrtaincd in accordance with rules I ' md 1, diminished by 
an amount which bears to that sum the same piopoitiop is the miouni ol tb. 
aforesaid income, profits and gains bears to the total amount of its income 
profits and gains. 


THE THIRD SCHEDULE 

( See Section 4 ) 

RATES OF SURTAX 

On the amount by which the chargeable profits exceed the amount P the 
statutory deduction — 25 per cent : ' 





